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To Our Shareholders:

The Year in Review

The year 2007 was a strong one for Lincoln Natonal Corporation (“Lincoln”), marked by good operational execution in our core
businesses, which mitigated the impact of volatile capital markets late in the year and allowed Lincoln to achieve solid finanaal
performance. Building upon our brand as a leader in providing retirement income security solutions, we demonstrated sales
growth in virtually all product categories. Also, we achieved our merger integration targets, demonstrated that our enterprise risk
manzagement program works well in volatile markets, divested the majority of our media assets and ended the year with a strong
capital positon and good momenturn.

The Retirement Opportunity: Protection, Accumulation, Income

Lincoln has a leading market position in its individual life and group protection businesses, having achieved above-market growth
in both markets in recent years, Multiple-channel distribution expansion and product development will enhance our market
positon and opportunity for continued growth.

Qur strategic focus on the fast growing retirement market is driving investment in each of our Defined Contribution, Individual
Annuity and Investment Management businesses to take advantage of one of the largest financial service marketplace opportunities
in recent history. We are building a broad wholesale and retail distribution network with the advisory capabilities our customers are
demanding, and we are focused on developing and offering market-leading products. The scale of the retirement opportunity and
Lincoln’s already well-established position in Defined Contribution, variable annuity lifelong income guarantees, and Investment
Management combines to provide significant growth potennal.

Solid Financial Performance

In addition to making progress on our strategic objectives, Lincoln also delivered solid financial results in 2007. We posted record
sales results in variable annuities, life insurance and group protection, with sales growth of 20% or more in these businesses. We
also delivered 25% sales growth in our Defined Contribution business and 32% growth in our retail mutual funds. Enterprise
highlights included:

¢ Nerincome of §1.2 billion, or $4.43 per diluted share Received SEC
e  $33.2 billion of consolidated retail deposits
»  §7.5 billion of consolidated net retail flows

e $236.7 billion consolidated assets under management APR 0 3 2088
® Returned over $1.4 billion to sharcholders through dividends and share repurchases

Washington, DC 20549

Distribution Expansion

These results above reflected our substantial investment during 2007 to expand our best-in-class distribution platforms in
Individual and Employetr Markets, as well as a robust product portfolio.

Lincoln Financial Distributors (“LIFD”), our wholesaling organization, grew its wholesaler force by approximately 25% and its sales
by 14% from 2006, exceeding the $20 billion mark in combined product sales for the first time. Lincoln Financial Network
(“LEN"), our rerail disuribution group, also had a strong year. LFN’s active producer count grew to nearly 7,300 in 2007, and LFN
produced record top-line growth.

In both retail and wholesale distribution, we are achieving improved productivity driven by a maturing sales force, tactical
expansion strategies targeting specific product launches and territorial gaps, and overall operating efficiencies. For the first rime in
our recent history, both our wholesale and retail distribution platforms of LFD and LFN are not only covering their costs, but are
also able to finance their expansion within product pricing allowances,

Individual Markets

In Individual Markets, Lincoln delivered excellent production growth in 2007. In life insurance, we posted a 20% increase in sales,
while launching our unified product portfolio and beginning the implementation of our industry-leading underwriting ininacve.

In annuities, Lincoln became an industry leader from a manufacturing perspective and posted a 28% increase in sales. We
increased our matket share duting the year, driven by strength in our ChoreePlusS™ and American Legacy® variable annuity products.




In February, we launched enhancements to our income and withdrawal benefits on both ChoieePilusSM and American Iegacy®
products. These enhancements both address competitive challenges and strengthen the profitability of these products.

Employer Markets

In Employer Markets, 2007 was a rebuilding year in which we made significant progress in positioning our Defined Contribution
business. After significant market analysis, we identified the mid to large health care markets and the small to mid corporate
markets as those offering the best growth opportunities and we launched new or updated products designed for these markers. We
also continued to invest in distribution and initiated the consolidation of our service operations.

Sales in the mid- to large-case market produced excellent results in 2007. Sales in the small-case market were not as strong,
primarily due to the replacement of a third-party wholesaling firm with our own internal wholesaling group. We did see an
appreciable pickup in proposal actvity, a potential leading indicator of sales, in the small-case market in the fourth quarter of 2007
and into the early days of 2008, which leads us to be cautously optimistc about 2008,

Investment Management

Qur Investment Management segment posted very strong financial results in 2007, with record revenues, profits and margins,
Murual fund flows were very strong at $7.4 billion gross (§1.2 billion net}, driven in part by the success of our four-star-rated
diversified income fund. We also launched our first closed-end murual fund in 13 years. Our institutional fixed-income business is
undergoing a period of transition to a new talented group of portfolio managers.

Financial Strength and Risk Management

In the latter part of 2007, voladlity in the equity and fixed-income markets increased dramatically, putting our entetprise risk
management program to the test. We are pleased to report that the program performed well. We continue to invest in and
advance our approach to managing the risks associated with living benefits in our variable annuity products and expect these
investments to pay off in terms of product engineering and efficient risk transfer. Overall, Delaware Investments has skillfully
managed our general account assets and our portfolio is strong, albeit a worsening economy and capital markets may cause some

difficulies,

A subrnig capitalbasc is,a caiical success factor in our businesses. It supports growth in our business, allows us to withstand
marKet voladlity and engenders the confidence of our policyholders. After repurchasing over 15 million shares of our stock, we
still énded 2007 with a very strong capital position and we expect to generate sufficient free cash flow in 2008 o finance our strong
gtow'th uendsﬂgggdhu'a ofit-frack record of returning capiral to our shareholders through dividends and share repurchase and
advailcing strategic initiatives across the company.
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Along with the strong results in sales and distribution, we made significant progress in 2007 rowards our goal of $200 million in
metger cost savings. We are making significant progress in consolidating muldple technology systems which, when completed, will
improve productivity and enable easier access to customer information. We are also continuing ro focus on further cost
cfficiencies.

Our People

Leading companies in any industry attract and retain the most talented employces, and it becomes a virtual circle of value creation:
talent drives performance and strong performance attracts talent.

We built Lincoln on a foundadon of supetb, diverse and energetic employees and our team did a great job in 2007. They
maintained their sharp focus on execution and customer service.

In 2007, we strengthened this foundaton. We artculated a set of Leadership Expectations for our people and began to evaluate
our employees agzinst these expectations. Thtough our rigorous commitment to attracting the top talent in the industry, Lincoln
aimns to achieve highet standards of performance for our customers, sharcholders and communities. In 2007 our talent
management practices were recognized by the American Productivity & Quality Center (APQC) as one of only six best-practice
partners in an in-depth study on recruiting, selecting and retaining talent in a competitive market.

Lincoln was also honored by Werking Mother magazine with a listing in their “2007 Hall of Fame,” which recognizes firms that have
been named among the “100 Best Companies for Working Mothers” for 15 years or more.




No discussion of our people would be complete without an expression of our gratitude to Jon Boscia, who retired from Lincoln in
2007 after nearly 25 years of strong, dedicated service, including his nearly ten years as Chairman and CEO. We thank Jon for his
leadership during a period of significant transformation and growth.

Our Communities

We firmly believe that our commitment to being a responsible corporate citizen benefits all stakeholders and helps to deliver solid
results for our shareholders.

In 2007, Lincoln Financial Foundation contributed more than $12 million to support not-for-profit organizations in the
communities where our employees live and work with a focus on life-long learning regardless of ability, promoting workforce
development, providing for basic needs and increasing assets to the arts for individuals across all economic strata. The Foundadon
accomplished this through a grant program, the Matching Gift Program and the natonal disaster fund.

In 2007, Lincoln Financial Foundation also contributed in excess of $1 million to United Way agencies across the country where
our employees work. Our employees also donated nearly $1 million to the United Way in workplace campaigns.

The Year Ahead

Reflecting the extraordinary opportunity we have in the retirement income space and the solid market positions of our individual
and group protection businesses, the following themes will influence our operating actions and decisions throughout 2008:

*  We will continue to make significant investments to expand distribution in each of our core Individual, Investment
Management and Employer Markets businesses.

¢ We will continue to drive product development int our manufacturing units, both near-term and through our Retirement
Income Security Ventures (RISV) unit, which is focused on future product development initagves related to the evolving
rerirement income securiry markerplace.

e We will explore strategies to increase scale in our Employer Markets Defined Contribution business and Retail Investment
Management business.

*  We will further embed financial and execution discipline throughour our operations, driven by technology and other
investments that will improve operating effectiveness and lower unit costs.

*  We will maintain our commitment to risk management and overall financial strength as we navigate capital market
conditions throughout 2008; we are committed to our AA rarings and believe it essential to our clients and financial
petformance.

e We will substannally complete the platform and systems consolidadons necessary o achieve the remaining integration cost
saves and prepare the company for more effective customer interaction in the furure.

In closing, we thank our customets for their business, our investors for their confidence, our shareholders for their trust and our
employees for their hard work and commitment to our company’s success.

Sincerely,

SNCEN

Dennis R, Glass
President and Chief Executive Officer

February 29, 2008

Forward-Looking Statements - Cautionary Language - Statements in this letter that are not historical facts are forward-looking
statements. Actual results may differ materially from those projected in the forward-looking statements, See “Forward-Looking
Starements - Cautionary Language”™ beginning on page 36 and “Risk Factors” beginning on page 24.
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PART 1

The “Business” section and other parts of this Form 10-K contain forward-looking starements thar involve inherent risks and
uncertainties. Statements that are not historical facts, including statements about our beliefs and expectations, and containing
wotds such as “believes,” “cstmates,” “anticipates,” “expects” or similar words are forward-looking statements. Our actual results
may differ materially from the projected results discussed in the forward-looking statements. IFactors that could cause such
differences include, but are not imited to, those discussed in “Item 1A, Risk Factors” and in the “Forward-Looking Statements —
Cautionary Language” in “Item 7. Management’s Discussion and Analysis of Financial Conditon and Results of Operations”
(“MD&A™). Our consolidated financial statements and the accompanying notes to the consolidated financial statements (“Notes”)
are presented in “Item 8. Financial Statements and Supplementary Data”
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Itern 1. Business

OVERVIEW
Linceoln National Corporadon (“LNC” which also may be referred to as “Lincoln,” “we,” “our” or “us”) 15 a holding company,
which operates multiple insurance and investment management businesses through subsidiary companies. Through our business
segments, we scll a wide range of wealth protection, accumulation and retirement income products and solutions. These products
include insdrutional and/or retail fixed and indexed annuiries, variable annuities, universal life insurance, variable universal life
insurance, term life insurance, mutual funds and managed accounts. LINC was organized under the laws of the state of Indiana in
1968. We currently maintain our principal executive offices in Radnor, Pennsylvania, which were previously locared in
Philadelphia, Pennsylvania. “Lincoln Financial Group” is the marketing name for LNC and its subsidiary companies. As of
December 31, 2007, LNC had consolidated assers of $191.4 billion and consolidated stockholders’ equity of $11.7 billion.

We provide products and services in four operating businesses and report results through six business segments, as follows:

(1) Individual Markets, which includes the Annuities and Life Insurance segments,

(2) Employer Markets, which includes the Retirement Products and Group Protection segments,
(3) Investment Management, which is an operating business and segment, and

(4) Lincoln UK, which is an operating business and segment.

We also have Other Operatons, which includes the financial data for operatoens that are not directly related to the business
segments, unallocated corporate items (such as invesunent income on investments related to the amount of statutory surplus in our
insurance subsidiaries that is not allocated to our business units and other corporate investments, interest expense on shott-term
and long-term borrowings, and cerrain expenses, including reseructuring and merger-related expenses) and the ongoing
amortization of deferred gain on the indemnity reinsurance portton of the sale of our former reinsurance segment to Swiss Re Life
& Health America Inc. (“Swiss Re”) in the fourth quarter of 2001.

In addition, as a result of our agreements dated as of November 12, 2007 to divest the television stations, sports programming and
certain radio properties of our former Lincoln Financial Media segment, beginning in the fourth quarter of 2007, we are reporting
the results of those businesses as discontinued operations in all periods presented, and the results of the remaining radio properties
are included in Other Operations. These remaining businesses do not qualify as discontinued operations. For further informarion,
see “Acquisidon and Dispositions” below.

The results of Lincoln Financial Network (“LLFN”) and Lincoln Financial Distributors (“LFDD”), our retail and wholesale
distributors, are included in the segments for which they distribute products. LFFD distributes our individual products and services
primarily through brokers, planners, agents and other intermediaries. As of December 31, 2007, LIFD had approximately 650
inrernal and external wholesalers (including sales managers). The Employer Markets group distributes the employer products and
services pnmarily through financial advisors, employee benefit brokers, third party administrators, and other employee benefit
firms. As of December 31, 2007, LI'N offered LNC and non-proprictary products and advisory services through a national
network of approximately 7,300 active producers who placed business with us within the last twelve months,

Financial information in the tables that follow is presented in conformity with accounting principles generally accepred in the
United States of Amenca (“GAAP”), unless otherwise indicated. As a result of our agreements to divest a pordon of our media
businesses in 2007, we changed the composition of our segments and restated the prior periods” segment financial information to
conform to the 2007 presentaton. We provide revenues, income (loss) from operations and assets attributable to each of our
business segments and Other Operations as well as revenues derived inside and outside the U S. for the last three fiscal years in
Note 20.




Revenues by segment (in millions) were as follows:

For the Yeats Ended December 31,

2007 2006 2005
Operating revenues:
Individual Markets:
Annuities $ 2,600 § 216l $ 1,422
Life Insurance 3,921 3,256 1,911
Total Individual Markets 6,521 5,417 3,333
Employer Markets:
Retdrement Products 1,441 1,360 1,175
Group Protection 1,500 1,032 -
Total Employer Markets 2,941 2,392 1,175
Investment Management 590 564 475
Lincoln UK 370 308 318
Other Operadons 281 283 175
Realized loss (118) (3) (3)
Amortization of deferred gain on indemnity
reinsurance related to reserve developments 9 1 2
Total revenues g 10,594 £ 8962 £ 5475

Acquisition and Dispositions

On November 12, 2007, Lincoln Financial Media Company (“LFMC”), cur wholly owned subsidiary, entered into two stock
purchase agreements with Ravcom Holdings, LLC (“Raycom™). Pursuant to one of the agreements, LEMC has agreed to sell to
Raycom all of the outstanding capital stock of three of LEMC’s wholly owned subsidiaties: (i) WBTV, Inc., the owner and operator
of television station WBTV, Charlotte, North Carolina; (if) WCSC, Inc., the owner and operator of television station WCSC,
Charleston, South Carolina; and (iti) WWBT, Inc., the owner and operator of television stadon WWBT, Richmond, Virginia. Upon
the closing of the transaction, LFMC expects to receive proceeds of §548 million, subject to certain adjustments. We expect to
close during the first quarter of 2008. Pursuant to the other agreement, LFMC agreed to sell to Raycom zll of the outsranding
capital stock of Lincoln Financial Sports, Inc., 2 wholly owned subsidiary of LFMC. This transaction closed on November 30,
2007 and LEMC received $42 million of proceeds.

Cn November 12, 2007, LFMC also entered into a stock purchase agreement with Greater Media, Inc., to sell all of the
outstanding capital stock of Lincoln Financial Media Company of North Carolina, the owner and operator of radio statons
WBT(AM), Charlotte, North Carolina, WBT-FM, Chester, South Carolina and WLNK(FM), Charlotte, North Carolina. This
transaction closed on January 31, 2008, and LFMC received proceeds of $100 million. More information on these LFMC
transactons can be found in our Form 8-K filed on November 14, 2007 and in “Acquisiton and Dispositions” in the MD&A.

During the fourth quarter of 2007, we sold certain institutional raxable fixed income business to an unaffiliated investment
management company. Investment Management transferred $12.3 billion of assets under management as part of this transaction.
Based upon the assets transferred as of October 31, 2007, the purchase price is expected to be no more than $49 million. We
expect this transaction to decrease income from operations, relative to 2007, by approxzimately $3 million, after-tax, per quarter in
2008. During the fourth guarter we received $25 million of the purchase price, with additional scheduled payments over the next
three years. We recorded an after-rax realized loss of $2 million on our Consolidated Statements of Income as a result of this
transaction. There were certain other pipeline accounts in process 2t the time of the transaction closing, and any adjustment to the
purchase price, if necessary, will be determined at October 31, 2008. Investment Management manages approximately $94.0 billion
of fixed income assets with a team of 100 fixed income investment professionals. The transacton did not impact the fixed income
teamn that manages our fixed income mutual funds or general account assets.

On April 3, 2006, we completed our merger with Jefferson-Pilot Corporaton {“Jefferson-Pilot”™}, pursuant to which Jefferson-Pilot
merged into one of our wholly owned subsidiaries. Jefferson-Pilot, through its subsidiaries, offered full lines of individual life,
annuity and invesunent products, and group life insurance products, disability income and dental contracts, and it operated
television and radio stations.

In September 2004, we completed the sale of our London-based international investment unit, Delaware International Advisors
Lid. (“DIAL™), to a newly-forrned company associated with DIAL’s management and a private-equity firm. At closing, we
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received §181 million in cash and relief of cerrain obligations of approximately $19 million. We had an after-tax gain from the
transacton of $46 million. DIATL, which has since been renamed Mondrian Investment Partners (“Mondrian™), continues to
provide sub-advisory services with respect to certain international asset classes for our Investment Management segment and LNC.

For further information about acquisitions and divestitures, see “Acquisition and Disposidons™ in the MD&A and Note 3.
Branding

Branding is a key element of our strategy. Our branding efforts are focused on three primary target audiences: financial
intermediaries; affluent consumers (top 11% of the populaton); and plan sponsors. Through our branding efforts, we work to
build name awareness and brand familiarity.

In 2007, we continued to build our brand on 2 natonal basis through an integrated package of consumer print and television, trade
print and online advertising, sponsorships, marketing, public reladons and promotonal events. As a result, we believe that our
awareness among our core rarget audiences continues to be strong,

We recognize that our brand embodies the experience our customers have with us. Steps were taken in 2007 to identify and closely
link the various channels of brand including customer touchpoint areas, Marketing, Advertising, Public Affairs, Investor Relations,
Government Relations, Community Relations, Corporate Communications and affiliated media companies. Major brand initiatives
across these channels include a customer touchpoint audit, an internal brand campaign that targets customer-facing employees, and
a2 media campaign. In addition, we launched a new brand advertising campaign and consumer facing website. All of these efforts
are focused on the Retirement Income Security strategy.

BUSINESS SEGMENTS AND OTHER OPERATIONS

INDIVIDUAL MARKETS
Overview

The Individual Markets business provides its products through two segments: Annuities and Life Insurance. The Annuities
segment provides tax-defetred growth and lifetime income opportunites for its clients by offering individual fixed annuities,
including indexed annuities, and vartable annuiries. It variable annuities are distribured by affiliated and unaffiliated broker-
dealers. The Life Insurance segment offers wealth protection and transfer opportunities through both individual and survivorship
versions of universal life and variable universal life, as well as term insurance and a linked-benefit product (which is a universal kife
insurance policy linked with riders that provide for long-term cate costs). ‘

During 2007, the Individual Markets business launched its “Unified Product Portfolio” (“UPP”), a wide array of life insurance and
annuity products. The UPP combines and improves upon the product suites, system platforms and product development of LNC
and Jefferson-Pilot into a more streamlined and rationalized range of products. '

Individual Markets - Annuities
Overview

The Annuities segment, with principal operadons in Fort Wayne, Indiana, Hartford, Connecticut, and Greensboro, North Carolina,
and additional operations in Concord, New Hampshire, provides tax-deferred growth and lifetime income opportunities for its
clients by offering fixed and variable annuities. As a result of a broad product portfolio and a strong and diverse distributdon
network, we ranked 7% in assets and 5% in individual and group contract variable annuity flows for the year ended December 31,
2007 in the U.S., according to Morningstar Annuity Research Center.

The Annuities segment offers non-qualified and qualified fixed and variable annuities to individuals. The “fixed” and “variable”
classification describes whether we or the contract holders bear the investment risk of the assets supporting the contract. This also
determines the manner in which we earn investment margin profits from these products, either as investment spreads for fixed
products or as asset-based fees charged to vartable products.

Annuities are attractive because they provide tax-deferred growth in the undetlying principal, thereby deferting the tax
consequences of the growth in value until withdrawals are made from the accumulaton values, often at lower tax rates occurring
during retirement. In addition to favorable tax treatment, annuities are unique in that contract holders can select a variety of
payour alternatives to help provide an income flow for hife. The individual annuities matket has seen an increase in competition
along with new product types and promotion. The guarantee features (living and death benefits) offered within an annuity are not
found in any other investment vehicle, and, we believe, make annuities attractive especially in times of economic uncertainty.




Products

In general, an annuity is a contract between an insurance company and an individual or group in which the insurance company,
after receipt of one or more premium payments, agrees to pay an amount of money either in one lump sum or on a periodic basis
(i.e., annually, semi-annually, quarterly or monthly), beginning on a certain date 2and continuing for a period of dme as specified in
the contract. Periodic payments can begin within twelve months after the premium is received (referred to as an immediate
annuity) or at a future date in dme {referred to as a deferred annuity). This retirement vehicle helps protect an individual from
outliving his or her money and can be cither a fixed annuity or 2 variable annuity.

The Annuities segment’s deposits (in millions) were as follows:

For the Years Ended December 31,

2007 2006 2005
Variable porton of variable annuity % 9,135 § 7,251 $ 5539
Fixed portion of variable annuicy 2,795 2,090 1,871
Total vartable annuity 11,930 9,341 7.410
Fixed indexed annuity 755 CI1T -
Other fixed annuity . 772 698 118
Total deposits $ 13457 § 10,756 $ 7,528

Variable Annuities

A varable annuity provides the contract holder the ability to direct the investment of premium deposits into one or more sub-
accounts offered through the product (“variable portion™) or into a fixed account with a guaranteed return (“fixed portion™). The
value of the variable portion of the contract holder’s account varies with the performance of the underlying sub-accounts chosen
by the contract holder. The underlying assets of the sub-accounts are managed within a special insurance series of mutual funds.
The contract holder’s return s ded to the performance of the segregated assets underlying the variable annuity, (i.e. the contract
holder bears the investment risk associated with these investments), except for the impact of guaranteed benefir fearures. The
value of the fixed portion is guaranteed by us and recorded in our general account liabilities. Varable annuity account values were
$62.1 billion, $51.8 billion and $41.6 billion for the years ended December 31, 2007, 2006 and 2005, respectively, including the
fixed portions of variable accounts of $3.5 billion, $3.6 billion and $3.9 billion, for the years ended December 31, 2007, 2006 and
2005, respectively.

We charge mortality and expense assessments and administrative fees on variable annuity accounts to cover insurance and
administrative expenses. These assessments are built into accumulation unit values, which when muldplied by the number of units
owned for any sub-account equals the contract holder’s account value for that sub-account. The fees that we earn from these
contracts are reported as insurance fees on the income statement. In addition, for some contracts, we collect surrender charges
that range from 0% to 10% of withdrawals when contract holders sutrender their contracts during the surrender charge period,
which is generally higher during the eatly years of a contract. Qur individual variable annuity products have a maximum surrender
charge period of ten years.

We offer A-share, B-share, C-share, L-share and bonus variable annuities, although not with every annuiry product. The
differences in these relate to the sales charge and fee structure associated with the contract.

®  An A-share has a front-end sales charge and no back-end contingent deferred sales charge, also known as a surrender charge.
The net premium (premium less front-end charge) is invested in the contract, resulting in full liquidity and lower mortality and
expense assessments over the long term than those in other share classes.

® A B-share has a seven-year surrender charge that is only paid if the account is surrendered or withdrawals are in excess of
contractual free withdrawals within the contract’s specified surrender charge period. The entire premium is invested in the
contract, but it offers limited liquidity during the surrender charge period.

e A C-share has no front-end sales charge or back-end surrender charge. Accordingly, it offers maximum liquidity but mortality
and expense assessments are higher than those for A-share or B-share. It offers 2 persistency credit in year eight to revert
pricing to B-share levels. .

¢ An L-share has a four to five year surrender charge that is only paid if the account is surrendered or withdrawals are in excess
of contractual free withdrawals within the contract’s specified surrender charge period. The differences berween the L-share
and the B-share are the length of the surrender charge period and the fee structure. L-shares have a shorter surrender charge
period, so for the added liquidity, mortality and expense assessments are higher. We offer L-share annuity products with
persistency credits beginning in years. five or cight to revert pricing back to B-share levels.




¢ A bonus annuity is a variable annuity contract that offers a bonus credit to a contract based on a specified percentage (typically
ranging from 2% to 5%) of each deposit. The entire premium plus the bonus are invested in the sub-accounts supporting the
contract. It has a seven to nine-year surrender charge. The expenses are slightly more than those for a B-share. We also offer
bonus annuity products with persistency credits beginning in years eight or fifteen to revert bonus pricing back to B-share
pricing levels.

Certain of our variable annuity products offer guaranteed benefit features, such as a guaranteed minimum death benefit
(“GMDB”), a guaranteed minimum withdrawal benefit (“GMWB”}, a guaranteed income benefit (“GIB”) and a combination of
such benefits. Most of our variable annuity products also offer the choice of a fixed option that provides for guaranteed interest
credited to the account value,

Approximately 91%, 91% and 90% of variable annuity separate account values had a GMDB feature as of December 31, 2007,
2006 and 2005, respectively. The GMDB features include those where we contractually guarantee to the contract holder that upon
death, we will return no less than: (@) the total deposits made to the contract adjusted to reflect any partial withdrawals; (4) the
highest contract value on a specified anniversary date adjusted to reflect any partial withdrawals following the contract anniversary;
or {9) the current contract value plus an additional amount, either 40% or 25% of contract gains, to help offset the impact of taxes.

The Lincoln SmartSecurity® Advantage benefit is 2 GMWB feature that offers the contract holder a guarantee equal to the initial
deposit (or contract value, if elected after issue), adjusted for any subsequent purchase payments or withdrawals. There are two
elective step-up options: a one-year option and a five-year option. In general, the one-year option allows an owner to step up the
guarantee amount automatically on the benefit anniversary to the current contract value, and the five-year option allows the owner
to step up the guarantee amount to the current contract value on or after the fifth anniversary of the election or of the most recent
step up. In each case, the contract value must be greater than the guarantee amount at the time of step up. To receive the full
amount of the guarantee, annual withdrawals are limited to either 5% of the guaranteed amount for the one-year option or 7% of
the guaranteed amount for the five-year option. Under the one-year option, withdrawals will continue for the rest of the owner’s
life (“single life version™) or the life of the owner or owner’s spouse (“joint life version™) as long as withdrawals begin after attained
age 65 and are limited to 5% of the guaranteed amount. Withdrawals in excess of the applicable maximum in any contract year are
assessed any applicable surrender charges, and the guaranteed amount is recalculated. Approximately 31%, 26% and 21% of
variable annuity account values as of December 31, 2007, 2006 and 2005, respectively, had a GMWB feature.

We offer other product riders including #LIFE® Advantage and 4LATER®. The #4LIFE® feature, on which we have received a
U.S. patent, allows variable annuity contract holders access and control during the income distribution phase of their contract.
This added flexibility allows the contract holder to access the account value for transfers, additional withdrawals, and other service
features like portfolio rebalancing. In general, GIB is an optional feature available with 4LIFE® Advantage that guarantees
regular income payments will not fall below 75% of the highest income payment on a specified anniversary date (reduced for any
subsequent withdrawals). Approximately 88%, 83% and 72% of #LIFE® Advantage account values elected the GIB feature as of
December 31, 2007, 2006 and 2005, respectively. Approximately 9%, 6% and 4% of variable annuity account values as of
December 31, 2007, 2006 and 2005, respectively, have elected an #LIFE® feature. 4LATER® provides a minimum income base
used to determine the GIB floor when a client begins income payments under #4LIFE®. The income base is equal to the initial
deposit (or contract value, if elected after issue) and increases by 15% every three years (subject to a2 200% cap). The owner may
step up the income base on or after the third anniversary of rider election or of the most recent step-up (which also resets the
200% cap).

To mitigate the increased risks associated with guaranteed benefits, we developed a dynamic hedging program. The customized
dynamic hedging program uses equity and interest rate futures positions, interest rate and variance swaps, as well as equity-based
options depending upon the risks underlying the guarantees. Qur program is designed to offset both positive and negative changes
in the carrying value of the guarantees. However, while we actively manage these hedge positions, the hedge positions may not be
effective to exactly offset the changes in the carrying value of the guarantees due to, among other things, the time lag between
changes in their values and corresponding changes in the hedge positions, high levels of volatility in the equity markets, contract
holder behavior, and divergence between the performance of the underlying funds and hedging indices. For more information on
our hedging program, see “Critical Accounting Policies and Estimates — Derivatives” of the MD&A. For information regarding
risks related o guaranteed benefits, see “Ttem 1A. Risk Factors.”

Fixed Annuities

A fixed annuity preserves the principal value of the contract while guaranteeing a minimum interest rate to be credited to the
accumulation value. We offer single and flexible premium fixed deferred annuities to the individual annuities market. Single
premium fixed deferred annuites are contracts that allow only a single premium to be paid. Flexible premium fixed deferred
annuities are contracts that allow multiple premium payments on either a scheduled or non-scheduled basis. Our fixed annuides
include both wraditonal fixed-rate and fixed indexed annuides, With fixed deferred annuities, the contract holder has the right to
surrender the contract and receive the current accumulation value less any applicable sutrender charge and, if applicable, a market
value adjustment (“MVA”).
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Fixed indexed annuides allow the contract holder to elect an interest rate linked to the performance of the S&P 500 Index®. The
indexed interest rate is guaranteed never to be less than zero. Our fixed indexed annuities provide contract holders a choice of a
traditional fixed-rate account and one or more different indexed accounts. A contract holder may elect to change allocations at
renewal dates, either annually or biannually. At each renewal date, we have the opportunity to re-price the indexed component (i.e.
reset the caps, spreads or participation rates), subject to guarantees.

Fixed annuity contracts are general account obligations. We bear the investrnent nisk for fixed annuity contracts. To protect from
premature withdrawals, we impose surrender charges. Surrender charges are typically applicable during the early years of the
annuity contract, with a dechining level of surrender charges over tme. We expect to earn a spread between what we earn on the
undetlying general account investments supporting the fixed annuity product line and what we credit to our fixed annuity contract
holders’ accounts. In additdon, with respect to fixed indexed annuities, we purchase options that are highly correlated to the
indexed account allocaton decisions of our contract holders, such that we are closely hedged with respect to indexed interest for
the current reset period. For more informaton on our hedging program for fixed indexed annuities, see “Critical Accounting
Policies” of the MD&A.

Individual fixed annuity account values were $14.4 billion, $14.9 billion and $6.9 billion as of December 31, 2007, 2006 and 2005,
respectively. Approximately §10.5 billion of individual fixed annuity account values as of December 31, 2007 were stll within the
surrender charge period. However, certain fixed annuities allow window periods during which contract holders can withdraw their
funds without incurring a surrender charge. For example, our StepFire® Fixed Annuity has a sixty-day window period following
each five-year fixed guarantee period. Crediting rates for each subsequent five-year fixed guarantee period are set at the beginning
of the window period. During the window period, account holders can withdraw their funds without incurring a surrender charge,
Account values for this type of product were $4.2 billion, $3.6 billion and $2.8 billion as of December 31, 2007, 2006 and 2005,
respectively, with approximately $736 million of account values enteting the window period during 2008,

Qur fixed annuity product offerings as of December 31, 2007 consisted of traditonal fixed-rate and fixed indexed deferred
annuities. We also offer fixed-rate immediate annuities with various payment options, including lifetime incomes. In addition to
traditional fixed-rate immediate annuides, we introduced in 2007 Linceln SmartIncome™ Inflaton Annuity, This product provides
lifetime income with annual adjustments to keep pace with inflatdon. It uses 2 patent-pending design to preserve access to
remaining principal, also adjusted annually for inflation, for premature death or unexpected needs. The traditional fixed-rate
deferred annuity products include the Lincoin ClassicS™ (Single and Flexible Premium), Lincoln Select™ and Lincoln ChoicePius™ Fixed
annuifies. The fixed indexed deferred annuity products include the Lincoln Op#iPoint®, Lincoln OptiChoice®, Lincoln New Directions®,
and Lincoln Future Poinf® annuities. The fixed indexed annuities offer one or more of the following indexed accounts:

¢ The Performance Triggered Indexed Account pays a specified rate, declared at the beginning of the indexed term, if the S&P
500 Index® value at the end of the indexed term is the same or greater than the S&P 500 Index® value at the beginning of the
indexed term.

e The Point to Point Indexed Account compares the value of the S&P 500 Index® at the end of the indexed term to the S&P
500 Index® value at the beginning of the term. If the S&P 500 Index® at the end of the indexed term is higher than the S&P
500 Index® value at the beginning of the term, then the percentage change, up to the declared indexed interest cap, is credited
to the indexed account.

¢  The Monthly Cap Indexed Account reflects the monthly changes in the S&P 500 Index® value over the course of the indexed
term. Each month, the percentage change in the S&P 500 Index® value is calculated, subject to a monthly indexed cap that is
declared at the beginning of the indexed term. At the end of the indexed term, all of the monthly change percentages are
summed to determine the rate of indexed interest that will be credited to the account.

s The Monthly Average Indexed Account compares the average monthly value of the S&P 500 Index® to the S&P 500 Index®
value at the beginning of the term. The average of the S&P 500 Index® values at the end of each of the twelve months in the
indexed term is calculated. The percentage change of the average S&P 500 Index® value to the starting S&P 500 Index®
value is calculated. From that amount, the indexed interest spread, which is declared at the beginning of the indexed term, is
subtracted. The resulting rate is used to calculate the indexed interest that will be credited to the account.

If the S&P 500 Index® values produce a negauve indexed interest rate, no indexed interest is credited o the indexed account.

We inttoduced the Lincoln Living Incoms™M Advantage in 2007, Available with certain of our fixed indexed annuities, it provides the
contract holder a guaranteed minimum lifetime withdrawal benefit. Withdrawals in excess of the guaranteed amount are asscssed
any applicable surrender charges, and the guaranieed withdrawal amount is recalculated.

Many of our fixed annuities have an MVA. If a contract with an MVA is surrendered during the surrender charge period, both a
surrender chatge and an MVA may be applied. The MVA feature increases or decreases the contract value of the annuity based on
a decrease or increase in interest rates, Tndividual fixed annuities with an MV A feature constituted 29%, 24% and 11% of total
fixed annuity account values as of December 31, 2007, 2006 and 2005, respectively.
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Distribution

The Annuities scgment distributes all its individual fixed and variable annuity products through LFD, our wholesaling distribution
organization. LFD’s distribution channels give the Annuities segment access to its target markets. LFD distributes the segment’s
products to a large number of financial intermediaries, including LFN. The financial intermediaries include wire/regional firms,
independent financial planners, financial instinutions and managing general agents.

Competition

The annuities market is very competitive and consists of many companies, with no one company dominaring the matket for all
products. The Annuities segment competes with numerous other financial services companies. The main factors upon which
entities in this market compete ate distribution channel access and the quality of wholesalers, investment performance, cost,
product features, speed to market, brand recognition, financial strength ratings, crediting rates and client service.

We believe that the Annuities segment’s high service levels help it to compete in the annuities market. We track the ame to answer
calls 1o the center as well as the average response time to customer queries. Further, the segment tracks the turnaround time for
various customer services such as processing of applications.

The Annuities segment attempts to design products that meet the needs of clients in its markets. The speed in which the segment’s
products reach the market is, from concept of the product to launch, six to nine months. Over the last five years, the segment has
announced several new products and product features to the market in response to the evolving nature of the annuities market.

Individual Markets - Life Insurance
Overview

The Life Insurance segment, with principal operations in Greensboro, North Carolina, and Hartford, Connecticut and additional
operations in Concord, New Hampshire and Fort Wayne, Indiana, focuses on the creation and protection of wealth for its clients
through the manufacturing of life insurance products. The Life Insurance segment offers wealth protection and transfer
opportunities through term insurance, a linked-benefit product (which is a universal life insurance policy linked with riders that
provide for long-term care costs) and both single and survivorship versions of universal life (“CL”) and variable universal life
{“VUL"}.

The Life Insurance segment primarily targets the affluent to high net worth markets, defined as households with at least $250,000
of financial assets. For those individual policies we sold in 2007, the average face amount (excluding term and MoneyGuard®) was
$1 million and average first year premiums paid were approximately $58,000.

Products

The Life Insurance segment sells primarily interest/market-sensitive products (UL and VUL) and term products. The segment’s
sales (in millions) were as follows:

For the Years Ended December 31,

2007 2006 2005

Universal Life:
Excluding MangGuard@ $ 597 $ 436 S 192
MoneyGuard® 4 31 34
Total Universal Life 637 467 226
Variable Universal Life 77 61 42
Term/Whole Life 32 43 36
Total sales § 746 $ 51 $ 304

UL and VUL sales represent target premium plus 5% of excess premium (including adjustments for internal replacements at 50%);
whole life and term sales throughout the presentation represent 100% of first year paid premium; and linked-benefit sales represent
15% of premium deposits.



Due to some seasonality, we generally have higher sales in the second half of the year than in the first half of the year.
Approximately 41% and 46% of total sales were in the first half of 2006 and 2005, with the remainder occurring in the second half
of the yeat for the same periods. However in 2007, approximately 51% of total sales were in the first half of 2007 due to the
transition of our product portfolio to the new UPP. '

In addidon, the following table shows life policies’ face amount in force (in millions}:

As of December 31,
2007 2006 2005
Universal Life and other § 284305 § 267,228 $ 128,792
Term Insurance 235,919 234,148 187,849
Total in-force face amount $ 520,224 § 501,376 $ 316,641

Mortality matgins, morbidity margins (for linked-benefit products), investment margins (through spreads or fees), net expense
charges (expense charges assessed to the contract holder less expenses incurred to manage the business) and surrender fees drive
life insurance profits. Mortality margins represent the difference between amounts charged to the customer to cover the moruality
risk and the actual cost of reinsurance and death benefits paid. Mortality charges are either specifically deducted from the contract
holdet’s policy account value (i.e. cost of insurance assessments or “COI’s”} or are embedded in the premiums charged to the
customer. In either case, these amounts are a function of the rates priced into the product and level of insurance in-force (less
reserves previously set aside to fund benefits). Insurance in-force, in turn, is driven by sales, persistency, and mortality expenence.

Similar to the annuity product classifications described above, life products can be classified as “fixed” or “variable’ contracts.

This classification describes whether we or the policy holders bear the investment risk of the assets supporting the policy. This
also determines the manner in which we earn investment margin profits from these products, either as investment spreads for fixed
products or as asset-based fees charged to varable products.

We offer four categories of life insurance products consisting of:
Interest-sensitive 1ife Insurance (primarily UL)

Interest-sensitive life insurance products provide life insurance with account (cash) values thar earn rates of return based on
company-declared interest rates. Contract holder account values are invested in our general account investment portfolio, so we
bear the risk of investment performance. Some of our UL contracts include secondary guarantees, which are explained more fully
later i the document.

In a UL contract, contract holders have flexibility in the dming and amount of premium payments and the amount of death
benefit, provided there is sufficient account value to cover all policy charges for mortality and expenses for the coming period.
Under cerrain contract holder options and market conditions, the death benefit amount may increase or decrease. Premiums
received on a UL product, net of expense loads and charges, are added to the contract holder’s account value. The client has
access to their account value (or a portion thereof) through contractual liquidity features such as loans, partial withdrawals, and full
surrenders. Loans and withdrawals reduce the death benefir amount payable and are limited 1o cettain contractual maxirnums
(some of which are required under state law), and interest is charged on all loans. Qur UL contracts assess surrender charges
against the policies’ account values for full or partial face amount surrenders that occur during the contracrual surrender charge
petiod. Depending on the product selected, surrender charge petiods can range from 0 to 20 years.

During 2007, we enhanced our fixed UL product offerings by introducing a fixed indexed universal life product. A fixed indexed
UL product functions similatly to 2 tradidonal UL policy, with the added flexibility of allowing contract holders to have pordons of
their account value earn interest credits linked 10 the performance of the S&P 500 Index®. The indexed interest rate is guaranteed
never to be less than 1%. Our fixed indexed UL policy provides contract holders a choice of a traditional fixed rate account and
several different indexed accounts. A contract holder may elect to change allocations annually for amounts in the indexed accounts
and quattetly for new premiums into the policy. Prior to each new allocation we have the opportunity to re-price the indexed
components, subject to minimum guarantees.

We manage investment margins (i.e. the difference berween the amount the portfolio eamns compared to the amount that is
credited 1o the customer) by seeking to maximize current yiclds, in line with asset/liability and risk management targets, while
crediting 2 compettive rate to the customer. Credidng rates are typically subject to guaranteed minimums specified in the
underlying life insurance contract. Interest-sensitive life account values (including MoneyGuard® and the fixed portion of VUL)
were $23.2 billion, $21.9 billion and $11.8 billion as of December 31, 2007, 2006 and 2005, respectively.




Linked-Benefit Life Products

Linked-benefit products combine universal life insurance with long-term care insurance through the usc of riders. The first rider
allows the contract holder to accelerate death benefits on a tax-free basis in the event of a qualified long-term care need. The
second rider extends the long-term carc insurance benefits for an additional period of time if the death benefit is fully depleted for
the purposes of long-term care. 1f the long-term care benefits arc never used, the policy provides a tax-free death benefit to the
contract holder's heirs. Linked-benefit products generate earnings through investment, mortality and morbidity margins. Qur
linked-benefit product is called MoneyGuard®.

UL

VUL products are UL products that provide a return on account values linked to an underlying investment portfolio of sub-
accounts offered through the product. The value of the contract holder’s account varies with the performance of the sub-accounts
chosen by the contract holder. The underlying assets of the sub-accounts are managed within a special insurance series of mutual
funds. Premiums, net of expense loads and charges for mortality and expenses, reccived on VUL products are invested according
1o the contract holder’s investment option selection. As the return on the investment portfolio increases or decreases, the account
value of the variable universal life policy will increase or decrease. As with fixed UL products, contract holders have access, within
contractual maximums, to account values through loans, withdrawals and surrenders. Surrender charges are assessed during the
surrender charge period, ranging from 0 to 20 years depending on the product. The investment choices we offer in VUL products
are the same, in most cases, as the investment choices offered in our individual variable annuity contracts.

In addition, VUL products offer 2 fixed account option that is managed by us. Investment risk is borne by the customer on all but
the fixed account option. We charge fees for mortality costs and administrative expenses as well as asset-based investment
management fees. VUL account values (excluding the fixed portion of VUL) were $5.0 billion, $4.6 billion and §2.2 billion as of
December 31, 2007, 2006 and 2005, respectively.

As mentioned previously, we offer sutvivorship versions of our individual UL and VUL products. These products insure two lives
with a single policy and pay death benefits upon the second death.

Sales results continue to be heavily influenced by the series of universal life products with secondary guarantees. A UL policy with
a secondary guarantee can stay in force, even if the base policy account value is zero, as long as secondary guarantee requirements
have been met. The secondary guarantee requirement is based on the cvaluation of a reference value within the policy, calculated
in 2 manner similar to the base policy account value, but using different assumptions as o expense charges, COI charges and
credited interest. The assumptions for the secondary guarantee requirement are listed in the contract. As long as the contract
holder funds the policy to a level that keeps this calculated reference value positive, the death benefir will be guaranteed. The
reference value has no actual monetary value to the contract holder; it is only a calculated value used to determine whether or not
the policy will lapse should the base policy account value be less than zero.

Unlike other guaranteed death benefit designs, our secondary guarantee benefits maintain the flexibility of a traditional UL policy,
which allows a contract holder to take loans or withdrawals. Although loans and withdrawals are likely to shorten the time period
of the guaranteed death benefit, the guarantee is not automatically or complerely forfeited, as is sometimes the case with other
death benefit guarantee designs. The length of the guarantee may be increased at any time through additional excess premium
deposits. Secondary guarantee UL face amount in-force was $83.9 billion, $65.5 billion and §30.9 billion as of December 31, 2007,
2006 and 2005, respectively. For information on the reserving requirements for this business, sce “Regulatory” below and “Review
of Consolidated Financial Condition” in the MD&A.

During 2007, we expanded and enhanced our variable products by introducing a survivorship version of and enhancing our single
life version of our secondary guarantee VUL products. These products combine the lapse protection elements of universal life
with the upside potental of a traditional variable universal life product, giving clients the flexibility to choose the appropriate
balance between protection and market risk that meets their individual needs. The combined single life and survivorship face
amount in-force of these products was $4.0 billion, $2.9 billion and $1.8 billion as of December 31, 2007, 2006 and 2005,
respectively.

Term Life Insurance
Term life insurance provides a fixed death benefit for a scheduled period of rime. It usually does not offer cash values. Scheduled

policy premiums are requited to be paid at least annually. Products offering a Return of Premium benefit payable at the end of 2
specified period are also available.




Distribution

The Life Insurance segment’s products are sold through LFD. LFD provides the Life Insurance segment with access to financial
intermediaties in the following primary distribudon channels - wire/regional firms, independent planner firms (including LIFN),
financial insdrutions and managing general agents/independent marketing organizatdons.

Competition

The life insurance industry is very competitive and consists of many companies with no one company dominating the market for
all products. As of the end of 2006, the latest year for which data is available, there were 1,072 life insurance companies in the
1.5, according to the American Council of Life Insurers.

The Life Insurance segment designs products specifically for the high-net-worth and affluent markets. In addidon to the growth
opportunity offered by its rarget market, our product breadth, design innovation, competitiveness, specd to market, customer
service, underwntng and risk management and extensive distribution network all contribute to the strength of the Life Insurance
segment. On average, the development of products takes approximately six months. The Life Insurance segment implemented
several major product upgrades and/or new features, including important UL, VUL, linked-benefit and term product
enhancements in 2007, With respect to customer service, management tracks the speed, accuracy and responsiveness of service to
customers’ calls and transacton requests. Further, the Life Insurance segment tracks the turnaround time and quality for various
client services such as processing of applications.

Underwriting

In the contexr of life insurance, underwriting is the process of evaluaring medical and non-medical information about an individual
and determining the effect these factors statistically have on life expectancy or mortality. This process of evaluation is often
referred to as risk classificadon. Of course, no one can accurately predict how long any individual will live, but certain risk factors
can affect life expectancy and are evaluated during the underwriting process. :

Claims Administration

Claims services are delivered to customers from the Greensboro, North Carolina and Concord, New Hampshire home offices.
Claims examiners are assigned to each claim notification based on coverage amount, type of claim and the experience of the
examiner. Claims meeting certain criteria are referred to senior claim examiners. A formal quality assurance program is carried out
to ensure the consistency and effectiveness of claims examining activities. A network of in-house legal counsel, compliance
officers, medical personnel and an anti-fraud investigative unit also support claim examiners. A special team of claims examiners,
in conjunction with claims management, focus on more complex claims marters such as long-term care claims, claims incurred
during the contestable period, beneficiary disputes, litigated claims and the few invalid claims that are encountered.

The Life Insurance segment maintains a centralized claim service center in order to minimize the volume of clerical and repeddve
administrative demands on its claims examiners while providing convenient service 1o policy owners and beneficiaries.

EMPILOYER MARKETS
Overview
Lincoln Employer Markets offers and distributes a broad breadth of products focused on retirement income security through its
Defined Contribution, Executive Benefits and Group Prorection businesses. Lincoln Employer Markets was formed in 2006 10

deliver redrement income security products and services chat are focused on the needs of employers and their employees.

Although formed in 2006, Lincoln Employer Markets is well-established in the employer marketplace, As of December 31, 2007,
Lincoln Employer Markets served approximately 60,000 plan sponsors and approximately 6 million plan participants.

The Employer Markets business provides its products through two key segments: Redrement Products and Group Protection.
The Retrement Products segment includes two major lines of business:

e The Defined Contribution business provides employer-sponsored fixed and variable annuities, mutual fund-based programs in

the 401 (k), 403(b) and 457 plan marketplaces through a wide range of intermediaries including advisors, consultants, brokers,
banks, wirchouses, third-party administrators (“TPAs”) and individual planners.
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e The Executive Benefits business offers corporate-owned universal and vadable universal life insurance (“COLI") and bank-
owned universal and variable universal life insurance (“BOLI”) to small to mid-sized banks and mid to large-sized
cotporations, mostly through executive benefit brokers.

The Group Protection segment focuses on offeting group term life, disability income and dental insurance primaily in the small to
mid-sized employer marketplace for their eligible employees.

Employer Markets - Retirement Products
The Defined Contribution business is the largest business in this segment and focuses on 403(b) plans and 401(k) plans. Lincoln
has a strong historical presence in the 403(b) space where assets account for about 61% of total assets under management in this

segment as of December 31, 2007. The 401(k) business accounts for 51% of our new deposits as of December 31, 2007. The
Retirement Products segment’s deposits (in millions) were as follows:

For the Years Ended December 31,

2007 2006 2005
Vatiable portdon of variable annuity $ 2,355 $ 2,525 $ 2,254
Fixed porton of varable annuity 351 441 520
Total vatiable annuity 2,700 2,966 2,774
Fixed annuity 754 506 563
Alliance Mutual Fund 2,090 1,113 1,066
Total annuity and Alliance 5,550 4,585 4,403
COLI and BOLI 303 267 210
Total deposits - $ 5,853 $ 4852 § 40613

Retirement Products - Defined Contribution
Products

Employer Markets currently offers four primary products to the employer-sponsored market: Lincoln American Legacy RetirementM,
LINCOLN DIRECTORSM, LINCOLN ALLLANCE® and Multi-Fund®. Lincoln American Legacy Retiremen™M , LINCOLN
DIRECTORSM and Multi-Fund® products are group variable annuities. LINCOLN ALLLANCE® is a mutual fund-based
product. These products cover both the 403(b) and 401 (k) matketplace. Both 403(b) and 401 (k) plans ate tax-deferred, defined
contribution plans offered to employees of an entty to enable them to save for retirement. The 403(b) plans are available to
employees of educational institudons and certain non-profit entities, while 401(k) plans are generally available to employees of for-
profit entities. The investment options for our annuities encompass the spectrum of asset classes with varying levels of risk and
include both equity and fixed income. As of December 31, 2007, healthcate clients accounted for 43% of account values for these
products.

The Lincoln American Legacy RetiremenfM variable annuity, launched in the third quarter of 2006, offers 51 investment options with
10 fund families, 20 of which are American Funds® options. This product is focused on the micro ro small corporate 401(k)
marker. LALR account values were $49 million as of December 31, 2007.

LINCOLN DIRECTORS is a defined contribution retirement plan solution available to businesses of all sizes, but focused on
micro- to small-sized corporations, generally with five to 200 lives. Funded through a Lincoln National Life Iasurance Company
(“LNL") group variable annuity contract, LINCOLN DIRECTORM offers participants 60 investment options from 15 fund
families. In New York, Lincoln Life & Annuity Company of New York (“LLANY”) underwrites the annuity contracts, and these
contracts offer 57 investment options from 16 fund families. LINCOLN DIRECTORSM has the option of being serviced through
a third-parry administrator or fully serviced by Lincoln. The Employer Markets Defined Contribution segment earns advisory fees,
investment income, surrender charges and recordkeeping fees from this product. Account values for LINCOLN DIRECTORSM
were $7.7 billion, $7.5 billion and $6.5 billion as of December 31, 2007, 2006 and 2005, respectively. Deposits for LINCOLN
DIRECTORSM were §1.5 billion, $1.7 billion and $1.6 billion as of December 31, 2007, 2006 and 2005, respectively.

The LINCOLN ALLLANCE® program, with an open architecture platform, bundles our traditional fixed annuity products with
the employer’s choice of retail mutual funds, along with recordkeeping and customized employee education components. We earn
fees for the services we provide to mutual fund accounts and investment margins on fixed annuities of LINCOLN ALLIANCE®
program accounts. The retail mutual funds associated with this program are not included in the separate accounts reported on our
Consolidated Balance Sheets. This program is customized for each employer. The target market is primarily education and
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healthcare. LINCOLN ALIIANCE® program account values were $9.5 billion, $7.0 billion and $5.3 billion as of December 31,
2007, 2006 and 2005, respectively.

Multi-Fand® Variable Annuity is a defined contribution retirement plan solution with full-bundled administratve services,
experienced retirement consultants and high quality investment choices marketed to small- to mid-sized healthcare, education,
governmental and not-for-profit plans. The product can be sold either to the employer through the Mui#-Fund® Group Variable
Annuity contract, or directly to the individual through the Mu/t-Fund® Select Variable Annuity contract. Tunded through an LNL
variable annuity contract, Mufti-Fund® Variable Annuity offers participants 42 investment opdons from 9 fund families across a
variety of asset classes. Included in the product offering is Lincoln Financial’s LIFESPAN® learning program, which provides
participants with educational materals and one-on-one guidance for retirement planning assistance. We earn advisory fees,
investment income, surrender charges and recordkeeping and administrative fees from this product. The Mu/t-Fund® Variable
Annuity is currenty not available in New York. Account values for the Mult-Fund® Varable Annuity were $13.3 billion, $13.5
billion and §12.9 biilion as of December 31, 2007, 2006 and 2005, respectively. Mu/i-Fund® program deposits represented 17%,
20% and 22% of the segment’s deposits in 2007, 2000 and 2005, respectively.

Retirement Products - Excecutive Benefits
Products

Through the Executive Benefits business, we offer COLI and BOLI products. COLI and BOLI are typically purchased by
corporations and banks on the lives of their employees, with the corporaton or bank or a trust sponsored by the corporadon ot
bank named as a beneficiary under the policy, for the purpose of funding various employee benefit plans, including non-qualified
deferred compensation plans.

We offer a portfolic of both fixed UL and VUL COLI products sold primarily through specialty brokers. COLI and BOLI
account values were $4.4 billion, $4.3 billion and $1.3 billion as of December 31, 2007, 2006 and 2005, respectively.

This segment also includes a closed-block of pension business in the form of group annuity and insured funding-rype of contracts
with assets under management of approximately $2.1 billion as of December 31, 2007. This block is currently in run-off.

Distribution

Defined Contribution has its own distribution force consisting of 80 internal and external wholesalers (inciuding sales managers).
The wholesalers distribute the Defined Contribution products through advisors, consultants, banks, wirehouses, TPAs and
individual planners. Muli-Fund® is sold primarily through advisors to 403(b) plans in the healthcare and education markets. The
LINCOLN ALLIANCE® program is sold primarily through consultants and advisors to 403(b) and 401(k) plans in the mid to
large healthcare and corporate martkets. Lincoln American Legacy RetiremenfM and LINCOLN DIRECTOR™ are sold primarily
through banks, wirehouses, TPAs and individual planners to 401(k} plans in the micro to small corporate matket. In October
2006, Employer Markets terminated its contract with the primary third-party wholesaler of the LINCOLN DIRECTORSM
product. Although this termination did not have a material adverse effect on the Retirement Products segment’s resuits of
operations, we have experienced a disruption in deposits and outflows of business as a result. Flowever, we expect that in the long-
term the benefits associated with our investment in a new wholesaling force will outweigh the consequences of terminating our
third-party wholesaling relationship.

The distribution of Executive Benefit products are dominated by 15 intermediaries who specialize in the executive benefits market.
We serve this group through a network of internal and external sales professionals.

Competition
The Retirement Products marketplace is very compedtive and is comprised of many providers, with no one company dominating
the market for all products. The Retirement Products area competes with numerous other financial services companies. The main
factors upon which entities in this market compete are wholesaling, investment performance, cost, product features, speed to
market, brand recognidon, financial strength ratings, distribution channel access, crediting rates and client service.

Employer Markets - Group Protection
Overview
The Group Protection segtent offers group non-medical insurance products, principally term life, disability and dental, to the

employer marketplace through various forms of contributory and noncontributory plans. Most of the segment’s group contracts
are sold to employers with fewer than 500 employees.

12




The Group Protection segment was added as a result of the merger with Jefferson-Pilot and was previously known as Benefit
Partners. Accordingly, the insurance premium product line data (in millions) for this segment, provided in the following table, only
include nine months during 2006:

For the Yéars Ended

December 31,
2007 2006

Life § 494 $ 334

Disability 6 407

Denral 136 95

Total non-medical 1,231 836

Medical 149 113

Total insurance premiums $ 1,380 $ 949

Products

Group Life Insurance

We offer employer-sponsored group term life insurance products including basic, optional and voluntary term life insurance to
employees and their dependents. Additional benefits may be provided in the event of 2 covered individual’s accidental death or
dismemberment.

Group Disabifity Insurance

We offer short- and long-term employer-sponsored group disability insurance, which protects an cmployee against loss of wages
due 1o illness or injury. Shori-term disability generally provides benefits for up to 26 weeks following a short waiting period,
ranging from one to 30 days. Long-term disability provides benefits following a longer waiting period, usually between 30 and 180
days and provides benefits for a longer period, at least two years and typically extending to normal (Social Security) retirement age.

Group Dental

We offer employer-sponsored group dental insurance, which covers a portion of the cost of eligible denta} procedures for
employees and their dependents. Products offered include indemnity coverage, which does not distinguish benefits based on 2
deneal provider’s participation in a network arrangement, and a Preferred Provider Organization (“PPO”) product that does reflect
the dental provider’s participation in the PPO network arrangement, including agreement with neework fee schedules.

Distribution

The segment’s products are marketed primarily through a national distribution system of 27 regional group offices. These offices
develop business through employee benefit brokers, third-party administrators and other employee benefit firms.

Competition

The Group Protection marketplace is very competitive. Principal competitive factors include pardcular product features, price,
quality of customer service and claims managemen, technological capabilities, financial strength and claims-paying ratings. In the
group insurance market, the Group Protection segment competes with a limited number of major companies and selected other
companies that focus on these products.

Underwriting

The Group Protection segment’s underwriters evaluate the risk characteristics of each employee group. Generally, the relevant
characteristics evaluated include employee census information (such as age, gender, income and occupation), employer industry
classification, geographic location, benefit design elements and other factors. The segment employs detailed underwriting policies,
guidclines and procedures designed to assist the underwritet to properly assess and quandfy risks. The segment uses technology to
efficiently review, price and issue smaller cases, urilizing its underwriting staff on larger, more complex cases. Individual
underwriting techniques (including evaluation of individual medical history information) may be used on certain covered
individuals sclecting larger benefit amounts. For voluntary and other forms of employee paid coverages, minimum participation
requirements are used to obtain a better spread of risk and minimize the risk of anti-selection.

13




Claims Administration

Claims for the Group Protection segment are managed by a staff of experienced claim specialists. Disability claims management is
especially important to segment results, as results depend on both the incidence and the length of approved disability claims. The
segment employs nurses and rehabilitation specialists to help evaluate medical conditions and develop return to work plans.
Independent medical reviews are routnely performed by external medical professionals to further evaluate conditions as part of the
claim management process.

INVESTMENT MANAGEMENT
Overview

The Investment Management segment, with principal operations in Philadelphia, Pennsylvania, provides investment products and
services to both individual and insttudonal investors through Delaware Management Holdings, Inc. and its affiliates, (“Delaware
Investments”). Delaware Investments offers a broad line of mutual funds and other investment products to retail investors
{including managed accounts).

Delaware Investments also offers investment advisory services and products to instirurional clients, such as corporate and public
retirement plans, endowments and foundations, nuclear decommissioning trusts, sub-advisory clients and Taft-Hartley plans, and
includes mutual funds offered by non-Delaware Investments entities for which Delaware Investments acts as a sub-advisor. As of
December 31, 2007, Delaware Investments served as investment advisor to approximately 200 institutional accounts, acted as
investment manager and performed additional services for approximately 95 open-end funds and for 7 closed-end funds. The
Investment Management segment also provides investment advisory services for our corporate and general insurance portfolios,
including separate accounts and murual funds, and acts as investment advisor to collateralized debt obligations.

Products

Investment Management products include U.S. and international equity and fixed-income retail mutual funds, institutional separate
accounts, instdtutional mutual funds, managed accounts, as well as administration services for some of these products.

The Investment Management segment’s assets under management (including assets under administratdon) (in millions) were as
follows:

As of December 31,

2007 2006 2005

Retail - equity $ 31,598 $ 31,705 § 25202
Retail - fixed 10,801 8,790 7,766
Toral retail 42,399 40,495 32,968
Institutional - equity 21,732 21,957 18,755
Institutional - fixed 11,526 21,105 13,079
" Total institutional 33,258 43,062 31,834
Inter-segment assets 77,117 81,186 55,917
Total assets under management % 152,774 $ 164,743 $ 120,719
Total sub-advised assets, included above @ § 20,789 $ 22671 § 20,503

M In the fourth quarter of 2007, the Investment Management segment sold a portion of our institudonal fixed-income business
to an unaffiliated investment management company.

@  Effective May 1, 2007, the investment advisory role for the Lincoln Variable Insurance Trust, a product within our Employer
Markets business, transitioned from Investment Management to another internal advisor. In the role of investment advisor,
Invesunent Management provided investment performance and compliance oversight on third-party investment managers in
exchange for a fee. Investment Management will continue to manage certain of the assets as a sub-advisor, As 2 result of this
change, the Investment Management assets under management decreased by $3.2 billion, with a corresponding reducton in
investment advisory fees - inter-segment 2nd associated expenses.
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Retail Products and Services

The Investment Management segment offers various retail products including murual funds to individual investors, as well as
investment services to high net worth and small institutional investors through managed accounts. The retail assets under
management were $42.4 billion, $40.5 billion and $33.0 billion as of December 31, 2007, 2006 and 2005, respectively. These assets
include $16.2 billion, $18.0 billion and $15.4 billion of sub-advised assets as of December 31, 2007, 2006 and 2005, respectively.
We pay fees to the third party sub-advisors to manage the assets.

As of December 31, 2007, the Investment Management segment, through Delaware Invesuments, offered 42 open-end retail
mutual funds 1o suit an array of investment needs. Delaware Investments’ mutual funds are grouped by asset class, with each
investment management team focused on a specific investment discipline. This structure of distinct investment teams allows fora
style-specific rescarch effort tailored for each asset class. The mutual funds are owned by the shareholders of those funds and not
by Delaware Tnvestments. Delaware Investments manages the funds pursuant to an agreement with the separate funds boards.
Accordingly, the mutual fund assets and liabilities, as well as related investment returns, are not reflected in our consolidated
financia! statements. Instead, Delaware Investments eatns fees for providing the management and other services to the funds.

Delaware Investments manages both open-end and closed-end funds. An open-end mutual fund does not have a fixed number of
shares and will normally offer as many shares as investors are willing to buy. Investors sell their shares by requesting the fund to
redeem the shares. The open-end funds are available with various pricing structures, such as A-class with a front end sales charge,
B-class and C-class with a contingent deferred sales charge as well as R-class and Instirutional class, which are sold without a front
end or contingent deferred sales charge and are designed for certain retirement plans and/or institudonal investors. A-, B-, C- and
R-classes are generally subject to Rule 12b-1 fees. A closed-end fund offers a fixed number of shares and is usually sold through a
brokerage firm. After the initial offering, shares normally trade on a major stock exchange. During 2007, Investment Management
closed three funds: the VIP Global Bond fund, which was liquidated in February 2007; the Tax Free Minnesota Insured fund,
which merged into the Tax Free Minnesota fund in April 2007; and the Tax Free Florida Insured fund, which merged into the Tax
Free USA fund in July 2007, In addition, Investment Management launched a new closed-end fund, the Delaware Enhanced
Global Dividend and Income Fund, which combines domestic and international stocks, real estate investment trusts and debt
securities for investors seeking diversification and high current income.

The Investment Management segment also provides investment advisory services to clients through separately managed accounts,
commonly referred to as wrap accounts. These products are offered by a sponsor, typically a broker-dealer, to higher net worth
individuals with 2 minimum investment of approximately $250,000. During 2006, the Investment Management segment closed the
International American Depository Receipt (“ADR”) separately managed account product, which 1s sub-advised by Mondsian, and
the Delaware Large Cap Growth Equity separately managed account to new investors. An ADR is a security that trades in the U.S.
but represents a specified number of shares in a foreign corporation. ADRs are bought and sold on U.S. markets just like
traditional stocks and are issued ot sponsored in the U.S. by a bank or brokerage firm.

Institutional Products and Services

Por institutional clients, the Investment Management segment offers Delaware Pooled Trust and insttutional scparate accounts
and manages collaterized debt obligations (“CDOs”). Institational assets under management were $33.3 billion, $43.1 billion and
$31.8 billion as of December 31, 2007, 2006 and 2005, respectively.

Delaware Pooled Trust is a registered investment company which offers a series of mutual funds managed in styles that are similar
to institutional separate account offerings and are best suited for smaller to medium-sized instirutional investment mandates.
Delaware Pooled Trusts’ minimum initial investment is typically $1 million. The funds included in Delaware Pooled Trust are
offered without a sales charge directly through Delaware Investments’ instirutional marketing and client services group.

The Investment Management segment provides investment advisory services through individually managed accousns ro 2 broad
range of institutional clients, such as corporate and public retirement plans, endowments and foundations, nuclear
decommissioning trusts, sub-advisory clients and Taft-Hardey plans, among others. Included among sub-advisory clients are
mutual funds and other commingled vehicles offered by institutional parties. Most clients utilize individually managed separate
accounts, which means clients have the opportusity to customize the management of their portfolio by including or excluding
certain types of securities, sectors or segments within a given asset class. Because of their individually managed nature, these
separate accounts are best suited for larger investment mandates. Currently, the minimuin account size is typically $25 million for
U.S. investments.

The Investment Management segment also provides investment advisory services for CDOs. CDOs are pools of debt instruments
that are securitized and sold to investors through a sponsor, typically an investment bank. The Investment Management segment
does not invest in these securities bur provides investment advisory services at a fee. As of December 31, 2007, the Invesumnent
Management segment provided advisory services for $6.1 billion of CDO’s.
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As stated in “Acquisition and Dispositions” above, on October 31, 2007, we completed the sale with an unaffiliated investment
management company involving certain members of our fixed income team and related institutional taxable fixed income business,

The Investment Management segment also provides investment management services for LNC’s general account assets for which
it earns advisory revenue. '

Distribution

The businesses in the Investment Management segment deliver their broad range of products through muldple diseribution
channels, enabling them to reach an expanding community of retail and insdrutional investors. Investment Management
distributes retail mutuat funds and managed accounts through intertnediaries, including LN, which are serviced by the LFD
wholesaling distribution network. Delaware Distributors, L.P. is the principal underwriter for the Delaware Investments murtual
funds and serves as a liaison between the funds and LFD.

Delaware Investments’ institutdonal marketing group, working closely with manager sclection consultants, markets substandally all
of the insttutional products.

Competition

The Investment Management segment primarily comperes with mutual fund complexes that are broker sold, and other asset
managers offering managed accounts, institutional accounts and sub-advisory services, Competitive factors impacting the
Investment Management segment include investment performance, breadth of investment styies offered, distribution capabilities
and customer scrvice.

Investment performance is a key driver of the Investment Management segment’s ability to attract new sales, retain existing assets

and improve net flows. The following table summarizes the performance of institutional and managed accounts composites
relative to their respective benchmarks for the one-, three- and five-year periods ended Deceinber 31, 2007.

One Year Three Year Five Year

Number of institutional composites

outperforming their respective benchmarks @ 40f8 4of8 3of7
Number of managed account styles

outperforming their respective benchmarks @ 4 of7 4of5 2o0f5

{1 Represents the largest composites based on assets under management. The returns for these composites are Global
Investment Performance Standards compliant and the benchmarks are industry standards.
2 Represents Delaware lavestments’ managed account styles that have associated benchmarks for the respective length of time.

Delaware Investments closely monitors the relative petformance of individual funds. Fund performance is compared to a
benchmark group of peer funds that have similar investment characteristics and objectives. Performance in various key categories,
as reported to Lipper, one of the leading providers of mutual fund research, is used by Delaware Investments in measuring its
funds’ performance. The following table summarizes the performance for the 25 largest mutual funds and for all of the mutual
funds in the Delaware Investments’ family of funds for the one-, three- and five-year periods ended December 31, 2007.

One Year Three Year Five Year

Number of Funds out of Delaware's top 25
retail mutual funds in rop half of their
Lipper category M _ 90f25 13 of 25 14 of 25

Number of all retail mutual funds in top half of ‘
their Lipper category ® 13 of 42 24 of 42 25 of 41

) For these purposes, Delaware Investments’ family of funds does not include vardable insurance product funds or murual funds
managed by Delaware Investments for certain of our.affiliates or other third parties.
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LINCOLN UK

Overview

Lincoln UK is headquartered in Barnwood, Gloucester, England, and is licensed ro do business throughout the United Kingdom
(“U.K.”). Lincoln UK is primarily focused on protecting and enhancing the value of its existing customer base. The segment
accepts new deposits on the existing block of business and markets a limited range of new praducts.

Beginning in 2006 and continuing into 2007, Lincoln UK began participating in our overall Retirement Income Security Venre
initiative and we have now introduced retirement income product solutions into the U.K. marketplace. Lincoln UK’s product
portfolio principally consists of unit-linked life and pension products, which arc similar to U.S. ptoduced variable life and annuity
products, where the risk associated with the underlying investments is borme by the conrract holders. These products have largely
been issued to individuals, and benefits, premium levels and charges can often be varied within limits. Certain contract holders
have chosen to contract out of the State Second Pension through a Lincoln personal pension arrangement. Lincoln UK receives
rebate premiums from the government for those contract holders. These rebates are reported as deposits and as such only the fees
carned by Lincoln UK are reported as revenue.

The Lincoln UK segment’s product revenues {in millions) were as follows:

For the Years Ended December 31,

2007 2006 2005
Life products $ 121 g 95 $ 142
Pension products 160 131 88
Other products 8 il 10
Total product revenues $ 289 % 237 - % 240

Product revenues include premiums, fees and assessments for Lincoln UK’s products.

Our subsidiary in the U.K. has its balance sheets and income statements translated at the current spot exchange rate as of the year-
end and average sport exchange rate for the year, respectively.

Lincoln UK has an evergreen agreement to outsource its customer service and policy administration functions to Capita Life &
Pensions Services Limited, a subsidiary of Capita Group Ple (“Capita™). The purpose of the outsourcing is to reduce the
operational risk and variability of future costs associated with administering the business by taking advantage of Capita’s proven
expertise in providing outsourcing solutions to a variery of industries including insurance companies. To date, the relatdonship has
provided the segment with results in line with expectations.

OTHER OPERATIONS

Overview

Other Operations includes the financial data for operations that are not directly related to the business scgments, unallocated
corporate items (such as investment income on investments related to the amount of statutory surplus in our insurance subsidiaries
that is not allocated to our business units and other corporate investments, interest expense on short-term and long-term
borrowings and certain expenses, including restructuring and merger-related expenses), along with the ongoing amortizadon of
deferred gain on the indemnity reinsurance portion of the transaction with Swiss Re. Other Operations also includes the
eliminations of intercompany transactions and the inter-segment climination of the investment advisory fees for asset management
services the Investment Management scgment provides to Individual Markets and Employer Markets. In addition, as a result of
our agreements dated as of November 12, 2007, we executed plans to divest our television broadcasting, sports programming and
Chatlotte radio stations, and accordingly, we have reported the results of these businesses as discontinued operations.
Consequently, we no longet have the Lincoln Financial Media segment and now report our remaining media operations within
Other Operations.
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Revenues (in millions) from QOther Operadons were as follows:

For the Years Ended December 31,

2007 2006 2005
Insutance premiums $ 2 ] 5 $ 1
Net investment income 192 225 203
Amortization of deferred gain on indemnity
reinsurance 74 75 76
Communicadons revenue (net) 107 85 -
Other revenues and fees (N {10) (6)
Inter-segment elimination of investment '
advisory fees {87) o7 (99
Total operating revenues $ 281 5 283 $ 175
REINSURANCE

We follow the industry practice of reinsuting a pordon of our life insurance and annuity risks with unaffiliated reinsurers. Ina
reinsurance transaction, a reinsurer agrees to indemnify another insurer for part or all of its liability under a policy or policies it has
issued for an agreed upon premium. We use reinsurance to protect our insurance subsidiaries against the severity of losses on
individual claims and unusually serious occurrences in which a number of claims produce an aggregate exeraordinary loss. We also
use reinsurance to improve our results by leveraging favorable reinsurance pricing. Although reinsurance does not discharge the
insurance subsidiaries from their primary liabilities to their contract holders for losses insured under the insurance policies, it does
make the assuming reinsurer Hable 1o the insurance subsidiaries for the reinsured pordon of the risk.

We reinsure approximately 45% to 50% of the mortality risk on newly issued non-term life insurance contracts and approximately
40% to 45% of totai moruality risk including term insurance contracts. Our policy for this program is to retain no more than §10
million on a single insured life issued on fixed and variable universal life insurance contracts. Additonally, the retention per single
insured life for term life insurance and for COLI is $2 million for each type of insurance.

On July 31, 2007, we entered into a reinsurance arrangement with Swiss Re covering Lincoln SmartSecurity® Advantage, our rider
related to our Individual Market’s variable annuity products. This is the first time we have enteted into a third-party reinsurance
agreement related to out variable annuity business. Swiss Re is providing 50% quota share coinsurance of our lifetime guaranieed
minimum withdrawal benefit, Linco/n SmartSecurity® Advantage, for business written in 2007 and 2008, up to a totl of $3.8 billion
in deposits. As of December 31, 2007, we had remaining capacity of $2.2 billion. We will retain 100% of the base variable annuity
contracts. This reinsurance agreement strengthens and diversifies our enterprise risk management platform and expands our
capacity with regard to retirement income secutity products.

Pordons of our deferred annuity business have been reinsured on a modified coinsurance (“Modco”) basis with other companies
to limit our exposure to interest rate risks. In a Modco program, the reinsurer shares proportionally in all financial terms of the
reinsured policies (.. premiums, expenses, claims, etc.} based on their respective’ quota share of the risk.

In addition, we acquire other reinsurance to cover products other than as discussed above with retentions and limits that
management believes are appropriate for the circumstances. :

For more information regarding reinsurance, see “Reinsurance” in the MD&A and Note 8. For risks involving reinsurance, see
“Irem 1A. Risk Factors.”

RESERVES

The applicable insurance laws under which insurance companies operate require that they report, as liabilides, policy reserves o
meet future obligations on their cutstanding policies. These reserves are the amounts that, with the additional premiums to be
received and interest thereon compounded annually at certain assumed rates, are calculated to be sufficient to mcer the varous
policy and contract obligations as they mature. These laws specify that the reserves shall not be less than reserves calculated using
certain specified mortality and morbidity tables, interest rates and methods of valuation,

The reserves reported in our financial statements contained herein are calculated based on GAAP and differ from those specified
by the laws of the various states and carried in the statutory financial statements of the life insurance subsidiaries. These
differences arise from the use of mortality and morbidity tables, interest, persistency and other assumptions which are believed to
be more representative of the expected experience for these policies than those requited for statutory accountng purposes and
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from differences in actuarial reserving methods. See “Regulatory” below for information on proposed regulations that may impact
the amount of Statutory reserves necessary fo support our curtent insurance liabiliges.

The assumptions on which reserves are based are intended to represent an estimation of experience for the period that policy
benefits are payable. If actual experience is not less favorable than the reserve assumptions, then reserves should be adequate to
provide for future benefits and expenses. If experience is less favorable than the reserve assumptions, additional reserves may be
required. The key experience assumptions include mortality rates, policy persistency and interest rates. We periodically review our
experience and update our policy reserves for new issues and reserve for all claims incurred as we believe approptiate.

For risks related to reserves, see “Item 1A. Risk Factors.”
INVESTMENTS

An important component of our financial results is the return on invested assets. Our investment strategy is to balance the need
for current income with prudent risk management, with an emphasis on generating sufficient current income to meet our
obligations. This approach requires the evaluation of risk and expected return of each asset class utilized, while still meeting our
income objectives. This approach also permits us to be more effective in our asset-liability management, since decisions can be
made based upon both the economic and current investment income considerations affecting assets and liabilides. Invesiments by
our insurance subsidiaries must comply with the insurance laws and regulations of the states of domicile.

We do not use derivatives for speculative purposes. Derivatives are used for hedging purposes and income generation. Hedging
strategies arc employed for a number of reasons including, but not limited to, hedging certain pottions of our exposure to changes
in our GMDB, GMWB and GIB liabilities, interest rate fluctuations, the widening of bond yield spreads over comparable maturity
U.S. Government obligations, and credit, foreign exchange and equity risks. Income gencration strategies include credit default
swaps through replication synthetic asset transactions. These derivatives synthetically create exposure in the general account to
corporate debt, similar to investing in the credit markets. Our investment portfolio does not contain any significant concentrations
in single issuers. In addition, we do not have a significant concentration of invesuments in any single industry segment; no single
segment comprised more than 10% of invested assets as of December 31, 2007,

For additional information on our investments, including carrying values by category, quality ratings and net investment income,
see “Consolidated Investments” in the MD&A, as well as Notes 1 and 4.

RATINGS

The Nationally Recognized Statistical Ratings Organizations tate the financial strength of our principal insurance subsidiaries and
the debt of LNC. Ratings are not recommendations to buy our securities.

Rating agencies rate insurance companies based on financial strength and the ability to pay claims, factors more relevant to contract
holders than investors. We believe that the ratings assigned by nationally recognized, independent rating agencies are material to
our operations. There may be other rating agencies that also rate our securities, which we do nor disclose in our reports.

Insurer Financial Strength Ratings

The insurer financial strength rating scales of A.M. Best, Fitch Ratings (“Fitch”), Moody’s Investors Service (“Moody’s”) and
Standard & Poor’s {“S&P”) are characterized as follows:

AM. Best- A++ 0§
Fitch - AAA 10 D
Moody’s - Aaato C
S&P - AAA o R
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As of January 31, 2008, the financial strength ratings of our principal insurance subsidiaries, as published by the principal rating
agencies that rate our securities, or us, were as follows:

A.M. Best Fitch Moody’s S&P
A+ AA Aa3 AA
LNL (2 of 16) (3 of 24) (4% of 21) (3 of 21)
A+ AA Aa3 AA
LLANY (204 of 16) (3 of 24) (4% of 21) (3 of 21)
First Penn-Pacific A+ A/ Al AA-
Life Insurance (2nd of 16) (3 of 24) (5% of 21) (4% of 21)
Company (“FPP*)

The AM. Best, Fitch and Moody’s ratings above have a stable outlook. The S&P ratings have a positive outlook for LNL and
LLANY.

t

A downgrade of the financial strength rating of one of our principal insurance subsidiaries could affect our competitive position in
the insurance industry and make it more difficult for us to market cur products as potential customers may select companies with
higher financial strength ratings. :

Debt Ratings
The long-term credit rating scales of A.M. Best, Firch, Moody’s and S&P are characterized as follows:

* AM Best-aaatod
¢ Tich- AAAtoD
¢  Moody’s - Aaato C
s S&P-AAAOD

As of January 31, 2008, our long-term credit ratings, as published by the principal rating apencies that rate our long-term credit,
were as follows:

" A M. Best a  (6th of 22)
Fitch A (6th of 24)
Moody's A3 (Tth of 21)
S&P A+ (5thof 22)

The short-term credit rating scales of AM. Best, Fitch Ratings, Moody’s and S&P are characterized as follows:

o AM Best- AMB-1+ tod
e Fich-FlwD

s Moody’s - P-1 to NP

¢ S&P-A-1ltoD

As of January 31, 2008, our short-term credit ratings, as published by the principal rating agencies that rate our short-term credi,
were as follows:

A. M. Best AMB-1 (2nd of 6)
Fitch F1 (1st of 6)

Moody's P-2 (2nd of 4)
S&P A-1 (2nd of 6)

A downgrade of our debt ratings could affect our ability to raise additional debt with terms and conditions similar to our current
debt, and accordingly, likely increase our cost of capital. In addition, 2 downgrade of these ratings could make it more difficult to
raise capital to refinance any maturing debt obligadons, to support business growth at our insurance subsidiaries and to maintain or
improve the current financial strength ratngs of our principal insurance subsidiaries described above.

All of our ratings are subject to revision or withdrawal at any time by the rating agencies, and therefore, no assurance can be given
that our principal insurance subsidiaries or that LNC can maintain these ratings. Each rating should be evaluated independenty of
any other rating,
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REGULATORY

General

Our insurance subsidiaries, like other insurance companies, are subject to regulation and supervision by the states, territories and
countries in which they are licensed to do business. The extent of such regulation varies, but generally has its source in statutes
that delegate regulatory, supetvisory and administrative authority to supervisory agencies. In the U.S,, this power is vested in state
insurance deparunents.

In supervising and regulating insurance companies, state insurance departments, charged primarily with protecting contract holders
and the public rather than investors, enjoy broad authority and discretion in applying applicable insutance laws and regulation for
that purpose. Our principal insurance subsidiaries are domiciled in the following states:

Insurance Subsidiary State of Domicile
LNL Indiana
TLILANY New York
FPP Indiana

During 2007, we merged our Jefferson-Pilot Life Insurance Company subsidiary, domiciled in North Carolina, and our Jefferson-
Pilot Financial Insurance Company subsidiary, domiciled in Nebraska, with and into LNL. Also, in 2007, we redomiciled out
Jefferson-Pilot LifeAmerica Insurance Company subsidiary from New Jersey to New York, and merged out New York domiciled
company subsidiary, LLANY, with and into it. We renamed the merged entity LLANY. LLANY is a wholly owned subsidiary of
LNL. Finally, as of October 1, 2007, LNL voluntarily withdrew as an accredited reinsurer from the state of New York.

The insurance departments of the domiciliary states exercise principal regulatory jurisdiction over our insurance subsidiaries. The
extent of regulation by the states varies, but in general, most jurisdictions have laws and regulations governing standards of
solvency, adequacy of reserves, reinsurance, capital adequacy, licensing of companies and agents to transact business, prescribing
and approving policy forms, regulating premium rates for some lines of business, prescribing the form and content of financial
statements and reports, regulaing the type and amount of investments permitted and standards of business conduct. Insurance
company regulation is discussed further under “Insurance Holding Company Regulation” and “Restricions on Subsidiaries’
Dividends and Other Payments.”

A new statutory reserving standard (commonly called “VACARVM”) is being developed by the National Association of Insurance
Commissioners (“NAIC”) replacing current statutory reserve practices for variable annuities with guaranteed benefits, such as
GMWBs. The timing for adoption of VACARVM is anticipated to occur sometime in 2008, with an cffective date of December
31, 2008. Because the NAIC has not determined the final version of VACARVM, we cannot estimate the ultimate impact that
VACARVM will have on our liquidity and capital resources. However, in its current draft form, VACARVM has the potential to
require statutory reserves well in excess of current levels for cerrain variable annuity riders sold by us. We plan to utilize existing
captive reinsurance structures, as well as pursue additional third-party reinsurance arrangements, to lessen any negative impact on
statutory capital and dividend capacity in our life insurance subsidiaries. However, additional statutory reserves could lead to lower
risk-based capital ratios and potentially reduce future dividend capacity from our insurance subsidiaties. For more information on
VACARVM and our use of captive reinsurance structures, sce “Review of Consolidated Financial Condidon - Liquidity and Capital
Resources” in the MD&A.

The U.S. federal government does not directly regulate the insurance industry; however, federal initiatives from time to time can
impact the insurance industry. Tn June 2001, the Economic Growth and Tax Relief Reconciliation Act of 2001 (“EGTRRA”) was
enacted. EGTRRA contains provisions that have and will continue, near term, to significantly lower individual tax rates. These
may have the effect of reducing the benefits of tax deferral on the inside build-up of annuities and life insurance products.
EGTRRA also includes provisions that will climinate, over time, the estate, gift and generation-skipping taxes and partially
eliminates the step-up in basis rule applicable to property held in a decedent’s estate. Some of these changes might hinder our sales
and result in the increased surrender of insurance and annuity products. ‘These provisions expire after 2010, unless extended.

In May 2003, the Jobs and Growth Tax Relief Reconciliation Act of 2003 (“JGTRRA”) was enacted. Individual taxpayers are the
principal beneficiaries of JGTRRA, which includes an acceleration of certain of the income tax rate reductions enacted originally
under EGTRRA, as well as capital gains and dividend tax rate reductions. On May 17, 2006, the Tax Increase Prevention and
Reconciliation Act of 2006 (“FTPRA”) was signed into law. TIPRA extends the lower capital gains and dividends rates through the
end of 2010 Although most of these rate reductions expire after 2010, these reductions have the effect of reducing the benefits of
tax deferral on the build-up of value of annuities and life insurance products. Like the EGTRRA changes, the JGTRRA changes
may hinder our sales and result in increased surrender of insurance and annuity products.

On October 22, 2004, President Bush signed into law the American Jobs Creation Act of 2004 (“AJCA”), which includes
provisions affecting non-qualified deferred compensation plans that may make such plans more complicated for employers
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depending on final tax rules and regulations. Because our COLI products are often used to support such deferred compensation
liabilides, the AJCA may constrain sales of our COLI products.

In February 2007, bills were introduced in Congress to provide tax incentives designed to encourage individuals to invest their
after-tax tncome in retirement vehicles, such as annuides, that provide guaranteed lifetime income. Under the proposal, individuals
would not pay federal taxes on one-half of the income generated by annuities that make lifetime payments up to an annual limit of
$20,000. If this bill is enacted into law, we believe that it would have a favorable impact on our annuity business.

In February 2008, the Bush Administration proposed that many of the temporary rate reductions from EGTRRA and the
JGTRRA be made permanent. The Administration also continues to propose tax-favored savings inidatves that, if enacted by
Congress, could also adversely affect the sale of our annuity, life and tax-qualified redrement products and increase the surrender
of such products. However, we expect that the income for life guarantee provided within an annuity and features like our GMWB
will continue to be viewed as significant benefits and may offset the adverse effect of these proposals.

On August 17, 2006, the Pension Protection Act of 2006 (“PPA*) was signed into law. PPA makes numerous changes to pension
and other tax laws including; permanence for the EGTRRA enacted pension provisions including higher annual contribution limits
for defined contribution plans and IR As as well as catch-up contributions for persons over age 50; clarificadon of the safest
available annuity standard for the selection of an annuity as a distribution option for defined contribution plans; expansion of
investment advice options for defined contribution plan participants and IRA owners; morge stringent funding requirements for
defined benefit pension plans and clarification of the legal status of hybrid (cash balance) pension plans; and non-pension related
tax changes such as the codification of COLI best practices bringing mose certainty to this market segment; permanence for
EGTRRA enacted tax benefits for secdon 529 college savings plans; and favorable rax trearment for long-term care insurance
included as a rider to or on annuity products.

We expect many of these changes 1o have a beneficial effect upon various segments of our business lines.

Some of our separate accounts as well as murual funds that we sponsor, in addidon to being registered under the Securites Act of
1933, are registered as investment companies under the Invesiment Company Act of 1940, and the shares of certain of these
enfties are qualified for sale in some or all states and the District of Columbia, We also have several subsidiaries chat are registered
as broker-dealers under the Securities Exchange Act of 1934 ("Exchange Act”) and ate subject to federal and state regulation,
including but not limited to the Financial Industty Regulation Authority’s (“FINRA”) net capital rules. In addidon, we have several
subsidiaries that are investment advisors registered under the Investment Advisers Act of 1940. LFN’s agents and our employees,
insofar as they are involved in the sale or marketing of products that are securities, are subject to the Exchange Actand to
examination requirements and regulation by the U.S. Securities and Exchange Commission (“SEC”), the FINRA and state
securities commissioners. Regulation also extends to various LNC eatities that employ or control those individuals. The SEC and
other governmental agencies and self-regulatory organizations, as well as state securities commissions in the U.S.,, have the power
to conduct administratve proceedings thar can result in censure, fines, the issuance of cease-and-desist orders or suspension,
terminatdon ot limitation of the activities of the regulated entity or its emnployees.

Federal and state regulators are devoting substantial attention to the mutual fund, indexed annuity and variable annuity businesses.
As a result of publicity relating to widespread perceptions of industry abuses, there have been numerous regulatory reform
initiatives addressing issues which include, but are not limited to, mutual fund governance and compliance practces, late trading,
suitability of indexed and variable annuity products, directed brokerage and soft dollars, and new disclosure requirements
concerning commission breakpoints, revenue sharing, shelf space, advisory fees, martket timing, portfolio pricing, informaton
about portfolic managers and other issues. While we have made certain changes to our businesses in response to new regulations,
they have not had a significant impact on our businesses. Howevet, it is difficult to predict whether additional changes resulting
from new regulations will materially affect our businesses, and, if so, to what degree.

Insurance Holding Company Regulation

LNC and its primary insurance subsidiaries are subject to regulation pursuant to the insurance holding company laws of the states
of Indiana and New York. These insurance holding company laws generally require an insurance helding company and insurers
that are members of such insurance holding company’s system to register with the insurance department authorities, to file with it
certain reports disclosing informadon including their capital structure, ownership, management, financial condition, certain
intercompany transactions, including material transfers of assets and intercompany business agreements, and to report material
changes in that information. These laws also requite that intercompany transacdons be fair and reasonable and, under certain
circumstances, prior approval of the insurance departments must be received before entering into an intercompany transaction.
Further, these laws require that an insurer’s contract holders’ surplus following any dividends or distributions to sharcholder
affiliates is reasonable in relation to the insurer’s outstanding liabilides and adequate for its financial needs.

In general, under state holding company regulations, no person may acquire, directly or indirectly, a controlling interest in our
capital stock unless such person, corporation or other endty has obuined prior approval from the applicable insurance
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commissioner for such acquisition of control. Pursuant to such laws, in general, any person acquiring, controlling or holding the
power to vote, directly or indirectly, ten percent or more of the voting securities of an insurance company, is presumed to have
“control” of such company. This presumption may be rebutted by a showing that control does not exist in fact. The insurance
commissioner, however, may find that “control” exists in circumstances in which a person owns or controls a smaller amount of
voting sccurities. To obtain approval from the insurance commissioner of any acquisition of control of an insurance company, the
proposed acquiter must file with the applicable commissioner an application containing information regarding: the identiry and
background of the acquirer and its affiliates; the nature, source and amount of funds to be used to carry out the acquisition; the
financial statements of the acquirer and its affiliates; any potential plans for disposition of the securities or business of the insurer;
the number and type of sccurities to be acquired; any contracts with respect to the securities to be acquired; any agreements with
broker-dealers; and other marters.

Other jurisdictions in which our insurance subsidiarics are licensed to transact business may have similar or additional requirements
for prior approval of any acquisition of control of an insurance or reinsurance company licensed or authorized to transact business
in those jurisdictions. Additional requirements in those jurisdictions may include re-licensing or subsequent approval for renewal
of existing licenses upon an acquisition of control. As further described below, laws that govern the holding company structure
also govern payment of dividends to us by our insurance subsidiaries.

Restrictions on Subsidiaries’ Dividends and Other Payments

We arc a holding company that transacts substantially all of our business directly and indirectly through subsidiaries. Our primary
assets are the stock of our operating subsidiaries. Our ability to meet our obligations on our outstanding debt and to pay dividends
and our general and administrative expenses depends on the surplus and earnings of our subsidiaries and the ability of our
subsidiaries to pay dividends or to advance or repay funds to us.

In addition, our insurance subsidiarics are subject to certain insurance department regulatory restrictions as to the transfer of funds
and payment of dividends to the holding company. Under Indiana laws and regulations, our Indiana insurance subsidiaries,
including our primary insurance subsidiary, LNL, may pay dividends to LNC only from unassigned surplus, without prior approval
of the Indiana Insurance Commissioner (the “Commissioner™), ot must receive prior approval of the Commissioner to pay a
dividend if such dividend, along with all other dividends paid within the preceding twelve consecutive months, would exceed the
statutory limitation. The current statutory limitation is the greateg of (i} 10% of the insurer’s contract holders’ sutplus, as shown on
its last annual statement on file with the Commissioner or (ii) the insurer’s statutory net gain from operations for the previous
twelve months, but in no event to exceed statutory unassigned surplus. Indiana law gives the Commissioner broad discretion to
disapprove requests for dividends in excess of these limits. New York, the state of domicile of our other major insurance
subsidiary, LLANY, has similar restrictions, except that in New York it is the lesser of (i} 10% of surplus to contract holders as of
the immediately preceding calendar year or (ii) net gain from operations for the immediately preceding calendat year, not including
realized capiral gains.

Indiana law also provides that following the payment of any dividend, the insurer’s contract holders” surplus must be reasonable in
relation to its outstanding liabilities and adequate for its financial needs, and permits the Indiana Insurance Commissioner to bring
an action to rescind 2 dividend which violates these standards. In the event that the Indiana Insurance Commissioner determines
that the contract holders’ surplus of one subsidiary is inadequate, the Commissioner could use his or her broad discretionary
authority to seck to require us to apply payments received from another subsidiary for the benefit of that insurance subsidiary. For
information regarding dividends paid to us during 2007 from our insurance subsidiaries, sec “Review of Consolidated Financial
Condition - Liquidity and Capital Resources - Sources of Liquidity and Cash Flow” in the MD&A.

Lincoln UK’s insurance subsidiaries are regulated by the U.K. Financial Services Authority (“FSA”) and are subject to capital
requirements as defined by the U.K. Capital Resources Requirement. Lincoln UK targets maintaining approximately 1.5 to 2.0
times the required capital as prescribed by the regulatory resource requirement. Effective January 1, 2005, all insurance companies
operating in the U.K. also have to complete a risk-based capital (“RBC”) assessment 10 demonstrate to the FSA that they hold
sufficient capital to cover their risks. RBC requirements in the U.K. are different than the NAIC requirements. In addition, the
FSA imposes certain minimum capital requirements for the combined U.K. subsidiaries. As is the case with regulated insurance
companies in the U.S., future changes to regulatory capital requirements could impact the dividend capacity of our UK. insurance
subsidiaries and cash flow to the holding company.

Risk-Based Capital
The NAIC has adopted tisk-based capital requirements for life insurance companies to evaluate the adequacy of statutory capital
and surplus in relation to investment and insurance risks. The requirements provide a means of measuring the minimum amount

of statutory surplus appropriate for an insurance company to support its overall business operations based on its size and risk
profile. There are five major risks involved in determining the requirements.
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Category Name Description

Asser risk - affiliates C-0 Risk of assets” default for certain affiliated invesunents

Asset risk - other C-1 Risk of assets’ default of principal and intetest or fluctuadon in fair value

Insurance risk C-2 Risk of underestimating liabilities from business already written or inadequately
pricing business to be written in the future

Interest rate risk, health C-3 Risk of losses due to changes in interest rate levels, risk that health benefits

credit risk and market risk prepaid to providers become the obligation of the health insurer once again and

risk of loss due to changes in market levels associated with vagable products with
guarantees

Business risk C-4 Risk of general business

A company’s risk-based statutory surplus is calculated by applying factors and performing calculadons relating to various asset,
premium, claim, expense and reserve items. Regulators can then measure adequacy of a company’s statutory surplus by comparing
it to the risk-based capiral determined by the formula. Under RBC requirements, regulatory compliance is determined by the rato
of a company’s total adjusted capital, as defined by the NAIC, to its company acton level of RBC (known as the RBC ratio}, also
as defined by the NAIC.

Four levels of regulatory attendon may be triggered if the RBC rato is insufficient:

¢ “Company action level” - If the RBC ratio is between 75% and 100%, then the insurer must submit a plan to the regulator
detailing corrective action it proposes to undertake.

*  “Regulatory action level” - If the RBC tatio is between 50% and 75%, then the insurer must submit a plan, but a regulator may
also issue 2 corrective order requiring the insurer to comply within a specified period.

¢ “Authorized conuol level” - If the RBC ratio is between 35% and 50%, then the regulatory response is the same as at the
“Regulatory action level,” but in additon, the regulator may take action to rehabilitate or liquidate the insurer.

¢ “Mandatory control level” - 1f the RBC rato is less than 35%, then the regulator must rehabilitate ot liquidate the insurer.

As of December 31, 2007, the RBC ratdos of LNL, LLANY and FPP reported to their respective states of domicile and the NAIC
all exceeded the “Company acton level.” We believe that we will be able to maintain the RBC rados of our insurance subsidiades
in excess of “Company action level” through prudent underwriting, claims handling, investing and capiral management. However,
no assurances can be given that developtnents affecting the insurance subsidiaries, many of which could be outside of our control,
including but not limited to changes in the regulatory environment, including changes to the manner in which the RBC ratio is
calculated, economic conditions and competitive conditions in the jurisdictdons in which we write business, will not cause the RBC
ratios to fall below required levels resulting in 2 corresponding regulatoty response.

EMPLOYEES

As of December 31, 2007, we had a total of 10,870 employees. None of our employees are represented by a labor unton, and we
are not a party to any collective bargaining agreements. We consider our employee relations to be good.

AVATLABLE INFORMATION

We file annual, quarterly and current reports, proxy statements and other documents with the SEC under the Exchange Act. The
public may read and copy any materials that we file with the SEC at the SEC’s Public Reference Room at 100 F Street, NE,
Washington, DC 20549, The public may obtain information on the operation of the Public Reference Room by calling the SEC at
1-800-SEC-0330. Also, the SEC maintains an Internet website that conrains reports, proxy and information statements, and other
informaton regarding issuers, including LNC, that file electronically with the SEC, The public can obtain any documents that we
file with the SEC at hap://www.sec.gov.

We also make available, free of charge, on ot through our Internet website http:/ /www.lfg.com, our Annual Report on Form 10-
K, Quarterly Reports on Form 10-Q), Current Reports on Form 8-K, and amendments to those reports filed or furnished pursuant
to Section 13(a) or 15(d) of the Exchange Act as soon as reasonably practicable after we electronically file such matetial with, or
furnish it to, the SEC.

Item 1A, Risk Factors
You should carefully consider the risks described below before investing in our securides. The risks and uncertaintes described
below are not the only ones facing our company. Additonal risks and uncertainties not presently known to us or that we currenily

deem immaterial may also impair our business operations, If any of these dsks actually occur, our business, financial condition and
results of operations could be materially affected. In that case, the value of our securites could decline substandally.
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Our reserves for future policy benefits and claims related to our current and future business as well as businesses we
may acquire in the future may prove to be inadequate.

Our reserves for furure policy benefits and claims may prove to be inadequate. We establish and carry, as a liability, reserves based
on estimates of how much we will need to pay for future benefits and claims. For our life insurance and annuity products, we
calculate these reserves based on many assumptions and cstimates, including estimated premiums we will receive over the assumed
life of the policy, the timing of the event covered by the insurance policy, the lapse rate of the policies, the amount of benefits or
claims to be paid and the investment returns on the assets we purchase with the premiums we receive. The assumptions and
estimates we use in connection with establishing and carrying our reserves are inherently uncertain. Accordingly, we cannot
determine with precision the ultimate amounts that we will pay, or the timing of payment of, actual benefits and claims or whether
the assers supporting the policy liabilities will grow to the level we assume prior to payment of bencfits or claims. If our actual
experience is different from our assumptions or estimates, our reserves may prove to be inadequate in relation 1o our estimated
future benefits and claims. As a result, we would incur a charge to our earnings in the quarter in which we increase our reserves.

Because the equity markets and other factors impact the profitability and expected profitability of many of cur products,
changes in equity markets and other factors may significantly affect our business and profitability.

The fee revenue that we earn on equity-based variable annuities, unit-linked accounts, VUL insurance policies and investment
advisory business is based upon account values. Because strong equity markets result in higher account values, strong cquiry
markets positively affect our net income through increased fee revenue. Conversely, a weakening of the equity markers results in
lower fee income and may have a marerial adverse effect on our results of operations and capital resources.

The increased fee revenue resulting from strong equity markets increases the expected gross profits (‘EGPs”) from variable
insurance products as do better than expected lapses, mortality rates and expenses. As a result, the highet EGPs may result in
lower net amortized costs related to deferred acquisition costs (“DAC”), deferred sales inducements (“DSI”), value of business
acquired (“VOBA™), and deferred front-end sales loads (“DFEL”). However, a decrease in the equity markets as well as worse
than expected increases in lapses, mortality rates and expenses depending upon their significance, may result in higher net
amortized costs associated with DAC, DSI, VOBA and DFEL and may have a material adverse effect on our results of operations
and capital resources. For more information on DAC, DSI, VOBA and DFLL amortization, see “Critical Accounting Policies and
Estimates” in the MD&A.

Changes in the equity markets, interest rates and/or volatility affects the profitability of our products with guaranteed
benefits; therefore, such changes may have a material adverse effect on our business and profitability.

The amount of reserves related to GMDB for variable annuitics is tied ro the difference between the value of the underlying
accounts and the guaranteed death benefit, calculated using a benefit ratio approach. The GMDB reserves take into account the
present value of total expected GMDB payments and the present value of total expected assessments over the life of the contract
and claims and assessments to date. The amount of reserves related to GMWB and GIB for variable annuities is based on the fair
value of the underlying benefit. Both the level of expected GMDB payments and expected total assessments used in calculating
the benefit ratio are affected by the equiry markets. The liabilities related to GMWB and GIB benefits valued at fair value are
impacted by changes in equity markets, interest rates and voladlity. Accordingly, strong equity markets will decrease the amount of
GMDB reserves that we must carry, and strong equity markets, increases in interest rates and decreases in volatility will generally
decrease the fair value of the liabilities underlying the GMWB and GIB benefits.

Conversely, a decrease in the equity markets will increase the net amount at risk under the GMDB benefits we offer as part of our
variable annuity products, which has the effect of increasing the amount of GMDB reserves that we must carry, Also, a decrease
in the equity market along with a decrease in interest rates and an increase in volatility will generally result in an increase in the fair
value of the liabilities underlying GMWB and GIB benefits, which has the effect of increasing the amount of GMWB and GiB
reserves that we must carry. Such an increase in reserves would result in a charge to our earnings in the quarter in which we
increase our reserves. We maintain a customized dynamic hedge program that is designed to mitigate the risks associated with
income volatility around the change in reserves on guaranteed benefits. However, the hedge positions may not be effective to
exactly offset the changes in the carrying value of the guarantecs duc to, among other things, the time lag between changes in their
values and corresponding changes in the hedge positions, high levels of volatility in the equity markets and derivatives markets,
extreme swings in interest rates, contract holder behavior differeat than expected, and divergence between the performance of the
underlying funds and hedging indices. For more information on our hedging program, see “Critical Accounting Policies and
Estimates - Future Contract Benefits and Other Contract Holder Funds” in the MD&A.
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Changes in interest rates may cause interest rate spreads to decrease and may result in increased contract withdrawals.

Because the profitability of our fixed annuity and interest-sensitive whole life, UL and fixed portion of VUL insurance business
depends in part on interest rate spreads, interest rate fluctuations could negatively affect our profitability. Changes in interest rates
may reduce both our profitability from spread businesses and our return on invested capital. Some of cur products, principally
fixed annuities and interest-sensitive whole life, universal life and the fixed pordon of variable universal life insurance, have interest
rate guarantces that expose us to the risk that changes in interest rates will reduce our “spread,” or the difference between the
amounts that we are required to pay under the contracts and the amounts we are able to earn on our general account investments
intended to support our obligadons under the contracts. Declines in our spread or instances where the returns on our general
account investments are not cnough to support the interest rate guarantees on these products could have a material adverse effect
on our businesses or results of operations.

In periods of increasing interest rates, we may not be able to replace the assets in our general account with higher yielding assets
needed to fund the higher crediting rates necessary to keep our interest sensitive products competidve. We therefore may have to
accept a lower spread and thus lower profitability or face a decline in sales and greater loss of existing contracts and related assets.
In periods of declining interest rates, we have to reinvest the cash we receive 25 interest or return of principal on our invesunents
in lower yielding instruments then available. Moreover, borrowers may prepay fixed-income securities, commercial mortgages and
mortgage-backed securities in our general account in order to borrow at lower market rates, which exacerbates this risk. Because
we are endtled to reset the interest rates on our fixed rate annuities only at limited, pre-established intervals, and since many of our
contracts have guaranteed minimum interest or crediting rates, our spreads could dectease and potendally become negadve.

Increases in interest rates may cause increased surrenders and withdrawals of insurance products. In periods of increasing interest
rates, policy loans and surrenders and withdrawals of life insurance policies and annuity contracts may increase as contracr holders
seek to buy products with perceived higher returns. This process may lead to a flow of cash out of our businesses. These outflows
may require investment assets to be sold at a time when the prices of those assets are lower because of the increase in market
interest rates, which may result in realized investment losses. A sudden demand among consumers to change product types or
withdraw funds could lead us 1o sell assets at a loss to meet the demand for funds.

A downgrade in our financial strength or credit ratings could limit our ability to market products, increase the number
or value of policies being surrendered and/or hurt our relationships with creditors.

Nationally recognized rating agencies rate the financial strength of our principal insurance subsidiaries and rate our debt. Ratings
are not recommendations to buy our securitics. Each of the rating agencies reviews its ratings periodically, and our current ratings
may not be maintained in the future. Please see “Irem 1. Business - Ratings” for a complete description of our ratings.

Our financial strength ratings, which are intended to measure our ability to meet contract holder obligations, are an important
factor affecting public confidence in most of our products and, as a resuly, our competitveness. A downgrade of the financial
strength rating of onc of our principal insurance subsidiaties could affect our competitive position in the insurance industry and
make it more difficult for us to market our products as potental customers may select companies with higher financial strength
ratings. This could lead to a decrease in fees as outflows of assets increase, and therefore, result in lower fee income. Furthermore,
sales of assets to meet customer withdrawal demands could also result in losses, depending on market conditions. The interest
rates we pay on our borrowings are largely dependent on our credit radngs. A downgrade of our debt ratings could affect our
ability to raise additdonal debt with terms and conditions similar to our current debt, and accordingly, likely increase our cost of
capital. In additon, a downgrade of these ratings could make it more difficult to raise capital to refinance any maturing debt
obligations, to support business growth at our insurance subsidiaries and 1o maintain or improve the current financial strength
ratings of our principal insurance subsidiaries described above.

A drop in the rankings of the mutual funds that we manage as well as a loss of key portfolic managers could result in
lower advisory fees. :

While mutual funds are not rated, per se, many industry periodicals and services, such as Lipper, provide rankings of mutual fund
performance. These rankings often have an impact on the decisions of customers regarding which mutual funds to investin, 1f
the rankings of the murual funds for which we provide advisory services decrease materially, the funds’ assets may decrease as
customers leave for funds with higher performance rankings. Similarly, a loss of our key portfolio managers who manage mutual
fund investments could result in poorer fund performance, as well as customers leaving these mutual funds for new mutual funds
managed by the portfolio managers. Any loss of fund assets would decrease the advisory fees that we earn from such mutual
funds, which are generally tied to the amount of fund assets and performance. This would have an adverse effect on our results of
operations.
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Our businesses are heavily regulated and changes in regulation may reduce our profitability.

Our insurance subsidiaries are subject to extensive supervision and regulation in the states in which we do business. The
supervision and regulation relate to numerous aspects of our business and financial conditdon. The primary purpose of the
supervision and regulation is the protection of our insurance contract holders, and not our investors. The extent of regulation
varies, but generally is governed by state statutes. These statutes delegate regulatory, supervisory and administrative authority to
state insurance departments. This system of supervision and regulation covers, among other things:

Standards of minimum capital requirements and solvency, including risk-based capital measurements;
s Restrictions of certain transactions between our insurance subsidiaries and their affiliates;
¢ Restrictions on the nature, quality and concentration of investments;
Restrictions on the types of terms and conditions that we can include in the insurance policies offered by our primary
insurance operations;
Limitations on the amount of dividends that insurance subsidiaries can pay;
The existence and licensing status of the company under circumstances where it is not writing new or renewal business;
Certain required methods of accounting;
Reserves for unearned premiums, losses and other purposes; and
o  Assignment of residual market business and potential assessments for the provision of funds necessary for the settlement of
covered claims under certain policies provided by impaired, insolvent o failed insurance companies.

We may be unable to maintain all required licenses and approvals and our business may not fully comply with the wide vadety of
applicable laws and regulations or the relevant authority’s interpretation of the laws and regulations, which may change from time
to time. Also, regulatory authorities have relatively broad discretion to grant, renew or revoke licenses and approvals. If we do not
have the requisite licenses and approvals or do not comply with applicable regulatory requirements, the insurance regulatory
authorities could preclude or temporarily suspend us from carrying on some ot all of our acrivities or impose substandal fines.
Further, insurance regulatory authorities have relatively broad discretion to issue orders of supervision, which permir such
authorities to supervise the business and operations of an insurance company. As of December 31, 2007, no state insurance
regulatory authority had imposed on us any substandal fines or revoked or suspended any of our licenses to conduct insurance
business in any state or issued an order of supervision with respect to our insurance subsidiaties, which would have a material
adverse effect on our results of operations or financial condidon.

In addition, LEN and LFD, as well as our variable annuities and variable life insurance products, are subject to regulation and
supervision by the SEC and FINRA. Our Investment Management segment, like other investment management companies, is
subject to regulation and supervision by the SEC, FINRA, the Municipal Securities Rulemaking Board, the Pennsylvania
Department of Banking and jurisdictions of the states, territories and foreign countries in which they are licensed to do business.
Lincoln UK is subject to regulation by the FSA in the UK. These laws and regulations generally grant supervisory agencies and
self-regulatory organizatons broad administrative powers, including the power to limit or restrict the subsidiaries from carrying on
their businesses in the event that they fail to comply with such laws and regulations. Finally, our radio operations require a license,
subject to periodic renewal, from the Federal Communications Commission to operate. While management considers the
likelihood of a failure to renew remote, any station that fails to receive renewal would be forced to cease operations.

Many of the foregoing regulatory ot governmental bodies have the authority to review our products and business practices and

those of our agents and employees. In recent years, there has been increased scrutiny of our businesses by rhese bodies, which has !
included more extensive examinations, regular “sweep” inquiries and more detailed review of disclosure documents. These

regulatory or governmental bodies may bring regulatory or other legal actions against us if, in their view, our practices, or those of

our agents or employees, are improper. These actions can result in substantial fines, penalties or prohibidons or restrictions on our
business activities and could have a material adverse effect on our business, results of operations or financial condition.

For further information on regulatory matters relating to us, see “Item 1. Business - Regulatory.”

Changes in accounting standards issued by the Financial Accounting Standards Board or other standard-setting bodies
may adversely affect our financial statements.

Our financial statements are subject to the application of GAAP, which is periodically revised and/or expanded. Accordingly,
from time to time we are required to adopt new or revised accounting standards or guidance issued by recognized authoritative
bodies, including the Financial Accounting Standards Board. It is possible that future accounting standards we are required to
adopt could change the current accounting treatment that we apply to our consolidated financial staternents and that such changes
could have 2 material adverse effect on our financial condition and results of operations. For example, effective January 1, 2008,
we adopted Statements of Financial Accounting Standards (“SFAS”) No. 157 “Fair Value Measurements” (“SFAS 1577 which
resulted in an increase o our embedded derivative lability for variable annuity living benefits of $25 million - $75 million after
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DAC and after-tax, recorded through net income. For more information on SFAS 157 and other accounting pronouncements, see
Note 2.

Legal and regulatory actions are inherent in our businesses and could result in financial losses or harm our businesses.

Federal and state regulators continue to focus on issues relating to variable insurance products, including suitability and
replacements and sales to seniors. Like others in the industry, we have received inquiries including requests for informatdon
regarding sales to seniors from FINRA, We are in the process of responding to these inquities. We continue to cooperate fully
with such authority. In addition, we are, and in the future may be, subject to legal actions in the ordinary coutse of our insurance
and investment management operations, both domestically and internadonally. Pending legal actions include proceedings relating
to aspects of our businesses and operations that are specific to us and proceedings that are typical of the businesses in which we
operate. Some of these proceedings have been brought on behalf of various alleged classes of complainants. In certain of these
matters, the plaintiffs are seeking large and/or indeterminate amounts, including punitive or exemplary damages. Substandal legal
Hability in these or future legal or regulatory actions could have a material financial effect or cause significant harm to our
reputation, which in turn could mategally harm our business prospects. For more information on pending material legal
proceedings, see “Itemn 3. Legal Proceedings.”

Changes in U.S. federal income tax law could make some of our products less attractive to consumners and increase our
tax costs.

EGTRRA and JGTRRA contain provisions that have and will (in the absence of any further legislation) continue, near term, to
significantly lower individual tax rates. These may have the effect of reducing the benefits of deferral on the build-up of value of
anquities and life insurance products. EGTRRA also includes provisions that will eliminate, over time, the estate, gift and
generation-skipping taxes and partially eliminate the step-up in basis rule applicable to property held in a decedent’s estate. Many
of these provisions expire in 2010, ualess extended. The Bush Administration continues to propose that many of the foregoing
rate reductions, as well as elimination of the estate tax, be tnade permanent, and continues to propose several rax-favored savings
initiatives, that, if enacted by Congress, could also adversely affect the sale of our annuity, life and tax-qualified redrement products
and increase the surrender of such products. Although we cannot predict the overall effect on the sales of our products of the tax
law changes included in these Acts, some of these changes might hinder our sales and result in the increased surrender of insurance
products.

In addition, changes to the Internal Revenue Code, administrative rulings or court decisions could increase our effective tax rate.
In this regard, on August 16, 2007, the Internal Revenue Service (“IRS"”) issued a revenue ruling which purports, among other
things, to modify the calculation of separate account deduction for dividends received by life insurance companies. Subsequently,
the IRS issued another revenue ruling that suspended the August 16, 2007 ruling and announced a new regulation project on the
issue. The cutrent separate account deduction for dividends calculation lowered the effective tax rate by approximately 4% for the
vear ended December 31, 2007. .

Our risk management policies and procedures may leave us exposed to unidentified or unanticipated risk, which could
negatively affect our businesses or result in losses.

We have devoted significant resources to develop our risk management policies and procedures and expect to continue to do so in
the future. Nonetheless, our policies and procedures to identify, monitor and manage risks may not be fully effective. Many of our
methods of managing risk and exposures are based upon our use of observed historical market behavior or statistics based on
historical models. As a result, these methods may not predict future exposures, which could be significanty greater than the
historical measures indicate, such as the risk of pandemics causing a large number of deaths. Other risk management methods
depend upon the evaluation of information regarding markets, clients, catastrophe occurrence or other matters that is publicly
available or otherwise accessible to us, which may not always be accurate, complete, up-to-date or properly evaluated. Management
of operational, legal and regulatory risks requires, among other things, policies and procedures ro record properly and verify a large
number of transacdons and events, and these policies and procedures may not be fully effective.

Because we are a holding company with no direct operations, the inability of our subsidiaries to pay dividends to usin
sufficient amounts would harm our ability to meet our obligations.

We are a holding company and we have no direct operations. Qur principal asset is the capiral stock of our insurance and
investment management subsidiaries. '

Qur ability to meet our obligations for payment of intetest and principal on outstanding debt obligations and to pay dividends to
shareholders and corporate expenses depends upon the surplus and earnings of our subsidiaries and the ability of our subsidiaries
to pay dividends or to advance or repay funds to us. Payments of dividends and advances or repayment of funds to us by our
insurance subsidiaries are restricted by the applicable laws of their respective jurisdictions, including laws establishing minimum
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solvency and liquidity thresholds. Changes in these laws can constrain the ability of our subsidiaries to pay dividends or to advance
ot repay funds to us in sufficient amounts and at times neccssary to meet our debt obligations and corporate expenses.

We face a risk of non-collectibility of reinsurance, which could materially affect our results of operations.

We follow the insurance practice of reinsuring with other insurance and reinsurance companies a portion of the risks under the
policies written by our insurance subsidiarics (known as ceding). As of December 31, 2007, we have ceded approximately $351
billion of life insurance in-force to reinsurers for reinsurance protection. Although reinsurance does not discharge our subsidiaries
from their primary obligation to pay contract holders for losses insured under the policies we issue, reinsurance does make the
assuming reinsurer liable to the insurance subsidiaries for the reinsured portion of the risk. As of December 31, 2007, we had §8.2
billion of reinsurance reccivables from reinsurers for paid and unpaid losses, for which they are obligated to reimburse us under
our reinsurance contracts. Of this amount, $4.3 billion relates to the sale of our reinsurance business to Swiss Re in 2001 through
an indemniry reinsurance agrecment. Swiss Re has funded a trust to support this business. The balance in the trust changes as a
result of ongoing reinsurance activity and was $1.8 billion as of December 31, 2007. In addition, should Swiss Re’s financial
strength ratings drop below cither S&P AA- or A.M. Best A or their NAIC risk based capital ratio fall below 250%, assets equal to
the reserves supporting business reinsured must be placed into a trust according to pre-cstablished asset quality guidelines,
Furthermore, approximately $2.1 billion of the Swiss Re treaties are funds-withheld structures where we have a rght of offset on
assets backing the reinsurance receivables.

Included in the business sold to Swiss Re through indemnity reinsurance in 2001 was disability income business. Swiss Re is
disputing its obligation to pay approximatcly $73 million of reinsurance recoverables on certain of this income disability business.
We have agreed to arbitrate this dispute with Swiss Re. Although the outcome of the arbitration is uncertain, we currently believe
that it is probable that we will ultimately coltect the full amount of the reinsurance recoverable from Swiss Re and that Swiss Re
will ultimately remain at risk on all of its obligations on the disability income business that it acquired from us in 2001,

During the third quarter of 2006, one of LLNL’s reinsurers, Scottish Re Group Ltd (“Scottish Re”), received rating downgrades
from various rating agencies. As of December 31, 2007, of the $800 million of fixed annuity business that LNL reinsures with
Scottish Re, approximately 71% is reinsured through the use of Modco treaties, in which LNL possesses the investments that
support the reserves ceded to Scottish Re. For its annuity business ceded on a coinsurance basis, Scottish Re had previously
established an irrevocable invesement trust for the benefit of LNL that supports the reserves. Tn addition to fixed annuities, LNL
has approximately $108 million of policy liabilities on the life insurance business it reinsures with Scottish Re. Scottsh Re
continues to perform under its conrractual responsibilities to 1L.NL.

The balance of the reinsurance is due from a diverse group of reinsurers. The collectibility of reinsurance is largely a function of
the solvency of the individual reinsurers. We perform annual credit reviews on our reinsurers, focusing on, among other things,
financial capacity, stability, trends and commitment to the reinsurance business. We also require assets in trust, letrers of credit or
other acceptable collateral to support balances due from reinsurers not authorized to transact business in the applicable
jurisdictions. Despite these measures, a reinsurer’s insolvency, inability or unwillingness to make payments under the terms of a
reinsurance contract, especially Swiss Re, could have a material adverse effect on our results of operations and financial condition.

Significant adverse mortality experience may result in the loss of, or higher prices for, reinsurance.

We reinsure 1 significant amount of the mortality risk on fully underwritten newly issued, individual life insurance contracts. We
regularly review retention limits for continued appropriateness and they may be changed in the future. If we were © experience
adverse mortality or morbidiry expericnce, a significant portion of that would be reimbursed by our reinsurers. Prolonged or
severe adverse mortality or morbidiry experience could result in increased reinsurance costs, and ulumately, reinsurers not willing to
offer coverage. If we are unable to maintain our current level of reinsurance or purchase new reinsurance protection in amounts
that we consider sufficient, we would either have to be willing to accept an increase in our net exposures or revise our pricing to
reflect higher reinsurance premiums. 1f this were to occur, we may be exposed to reduced profirability and cash flow steain or we
may not be able to price new business ar competitive rates.

Catastrophes may adversely impact liabilities for contract holder claims and the availability of reinsurance,

Our insurance operations are exposed to the risk of catastrophic mortality, such as a pandemic, an act of terrorism or other event
that causes a large number of deaths or injuries. Significant influcnza pandemics have occurred three times in the last cenrury, but
the likelihood, timing, or the severity of a future pandemic cannot be predicted. In our group insurance operations, a localized
event that affects the workplace of one or more of our group insurance customers could cause a significant loss due to mortality or
morbidity claims. Thesc events could cause a material adverse effect on our results of operations in any period and, depending on
their severiry, could also materially and adversely affect our financial condidon.

The extent of losses from a carastrophe is a function of both the total amount of insured exposure in the area affected by the event
and the severity of the event. Pandemics, hurricanes, earthquakes and man-made catastrophes, including terrorism, may produce
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significant damage in larger areas, especiaily those that are heavily populated. Claims resulting from natural or man-made
carastrophic events could cause substantal volatility in our financial results for any fiscal quarter or year and could materially reduce
our profitability or harm our financial condidon. Also, catastrophic events could harm the financial condition of our reinsurers and
thereby increase the probability of default on reinsurance recovedes. Accordingly, our ability to write new business could also be
affected.

Consistent with industry practice and accounting standards, we establish liabilites for claims arising from a cataserophe only after
assessing the probable losses atising from the event. We cannot be certain that the liabilities we have established will be adeqguate
to cover actual claim liabilitdes, and a catastrophic event or multiple catastrophic events could have a material adverse effect on our
business, results of operations and financial condinon.

We may be unable to attract and retain sales representatives and other employees, particularly financial advisors.

We compete to attract and retain financial advisors, wholesalers, portfolio managers and other employees, as well as independent
distributors of our products. Intense comperition exists for persons and independent distributors with demonsrrated ability. We
compete with other financial institutions primarily on the basis of our products, compensation, support services and financial
position. Sales in our businesses and our results of operations and financial condition could be marerially adversely affected if we
are unsuccessful in atcracting and retaining financial advisors, whelesalers, portfolio managers and other employces, as well as
independent distributors of our products.

Qur sales representatives are not captive and may sell products of our competitors.

We sell our annuity and life insurance products through independent sales representatives. These representatives are not captive,
which means they may also sell our competitors’ products. If our competitors offer products that are more attractive than ours, or
pay higher commission rates to the sales representatives than we do, these representatives may concentrate their efforts in selling
our competitors’ products instead of ours.

Intense competition could negatively affect our ability to maintain or increase our profitability.

QOur businesses ate intensely competitive. We compete based on a number of factors including name recognition, service, the
quality of investment advice, invesunent performance, product features, price, perceived financial strength, claims-paying and
credit ratings. Our competitors include insurers, broker-dealers, financial advisors, asset managers and other financial institutions.
A gumber of our business units face competitors that have grearer marker share, offer a broader range of products or have higher
financial strength or credit ratings than we do.

In recent years, there has been substantdal consolidation and convergence among companies in the financial services industry
resulting in increased competition from large, well-capitalized financial services firms. Many of these firms also have been able o
increase their distribution systemns through mergers or contractual arrangements. Furthermore, larger competitors may have lower
operating costs and an ability to absorb greater risk while maintaining their financial strength ratings, thereby allowing them to
price their products more compedtively. We expect consolidaton to continue and perhaps accelerate in the future, thereby
increasing competitive pressure on us.

Losses due to defaults by others could reduce our profitability or negatively affect the value of our investments.

Third parties that owe us money, securities or other assets may not pay or perform their obligations. These parties include the
issuers whose securities we hold, borrowers under the mortgage loans we make, customers, trading counterparties, counterpartes
under swaps and other defivative contracts, reinsurers and other financial intermediaries. These parties may default on their
obligations to us due to bankruptey, lack of liquidity, downturns in the economy or real estate values, operational failure, corporate
governance issues or other reasons. A downturn in the U.S. and other economies could result in increased impairments.

Anti-takeover provisions could delay, deter or prevent our change in control even if the change in control would be
beneficial to LNC shareholders.

We are an Indiana corporation subject to Indiana state law. Certain provisions of Indiana law could inrerfere with or restrict
takeover bids or other change in conitol events affecting us. Also, provisions in our articles of incorporation, bylaws and other
agreements to which we are a party could delay, deter or prevent our change in control, even if a change in control would be
beneficial to sharcholders, In addition, under Indiana iaw, directors may, in considering the best interests of a corporation,
consider the effects of any acdon on stockholders, employeces, suppliers and customers of the corporatdon and the communities in
which offices and other facilides are located, and other factors the directors consider pertinent. One statutory provision prohibits,
except under specified circumstances, LNC from engaging in any business combination with any shareholder who owns 10% or
more of our common stock (which sharcholder, under the statute, would be considered an “interested sharcholder”) for a period
of five years following the time that such shareholder became an intercsted shareholder, unless such business combination is
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approved by the board of directors prior to such person becoming an interested shareholder. In addition, our articles of
incorporation contain a provision requiring holders of at least three-fourths of our voting shares then outstanding and entitled to
vote at an election of directors, voting together, to approve a transaction with an interested sharcholder rather than the simple
majority required under Indiana law. '

In addition to the anti-takeover provisions of Indiana law, thete ate other factors that may delay, deter or prevent our change in
control. As an insurance holding company, we are regulated as an insurance holding company and are subject to the insurance
holding company acts of the states in which our insurance company subsidiaries are domiciled. The insurance holding company
acts and regulations restrict the ability of any person to obtain control of an insurance company without prior regulatory approval.
Under those statutes and regulations, without such approval (or an exemption), no person may acquire any voting security ofa
domestic insurance company, o an insurance holding company which controls an insurance company, or merge with such a

. holding company, if as a result of such transaction such person would “control” the insurance holding company or Insurance
company. “Control” is gencrally defined as the direct or indirect power to direct or cause the direction of the management and
policies of a person and is presumed to exist if a person directly or indirectly owns or controls 10% or more of the voting securities
of another person.

Our business, results of operations and financial condition may be adversely affected by general domestic economic and
business conditions that ate less favorable than anticipated.

Recent events, including fallout from problems in the U.S. credit markets, indicate a potential near-term recession in the U.S.
economy. A steady economy is important as it provides for continuing demand for our insurance and investment-type products.
Insurance premium growth, with respect to life and disability products, for example, is closely ded to employers’ total payroll
growth. A recession resulting in higher unemployment, lower family income, lower corporate earnings, lower business investment
and lower consumer spending, could cause the demand for our financial and insurance products to be adversely affected, and
therefore, have an adverse effect on our results of operations. In addition, continued problems in the U.S. capital markets could
have an adverse effect on our financial condition and liquidity.

Irem 1B. Unresolved Staff Comments
None.
Itemn 2. Properties |

LNC and the various operating businesses own or lease approximately 4.1 million square feet of office space. We lease 0.4 million
square feet of office space in Philadelphia, Pennsylvania. In 2007, our corporare center, the Investment Management segment,
LFD and LIN occupied the space in Philadelphia. In 2007, we leased 0.2 million square feet of office space in Radnor,
Pennsylvania, which will contain our corporate center and LFD beginning in the second quarter of 2008. The operating units in
the Fort Waync, Indiana and Greenshoro, North Carolina areas own of lease 1.6 million square feet. Also, businesses operaring in
the Chicago, Illinois metro area, Atdanta, Georgia, Omaha, Nebraska, Concord, New Hampshire, Hartford, Connecticut and the
U.K. own or lease another 0.9 million square feer of office space. An additional 1.0 million square feet of office space is owned or
leased in other U.S. cities for branch offices and other operations. As provided in Note 13, the rental expense on operating leases
for office space and cquipment totaled $65 million for 2007. This discussion regarding properties does not include information on
investment properties.

Item 3. Legal Proceedings

For information regarding legal proceedings, see “Regulatory and Litigation Matters” in Note 13 which is incorporated herein by
reference.

Itern 4. Submission of Matters to a Vote of Security Holders

During the fourth quarter of 2007, no matters were submitted to security holders for a vote.
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Executive Officers of the Registrant

Executive Officers of the Registrant as of February 29, 2008 were as follows:

Name

Age**

Position with LNC and Business Experience During the Past Five Years

Dennis R, Glass

Chatles C. Cornelio

Patrick P. Coyne

Frederick |. Crawford

Robert W. Dineen

Heather C. Dzielak

Mark E. Konen

Terrence J. Mullen

Elizabeth L. Reeves

58

48

44

39

48

43

54

President, Chief Executive Officer and Director (since July 2007). President, Chicf
Operating Officer and Director (Aprl 2006 - July 2007). President and Chicf Executive
Officer, Jefferson-Pilot (2004 - April 2006). President and Chief Operating Officer,
Jefferson-Pilot (2001 - April 2006).

Senior Vice President, Shared Scrvices and Chief Information Officer (since Aptil 2006}.
Executive Vice President, Technology and Insurance Services, Jefferson-Pilot (2004 -
April 2006). Senior Vice President, Jefferson-Pilot (1997 - 2004).

President of Lincoln Nadonal Investment Companies, Inc.* and Delaware Management
Holdings, Inc* (since July 2006). Executive Vice President and Chief Investment Officer,
Lincoln National Invesunent Company, Inc. and Delaware Management Holdings, Inc.
(2003 - July 2006). Senier Vice President and Depurty Chief Investment Officer, Lincoln
Narional Investment Company, Inc. and Delaware Management Holdings, Inc. (2002 -
2003).

Senior Vice P-residcnt and Chief Financial Officer (since 2005}, Vice President and
Treasurer (2001 - 2004).

President, Lincoln Financial Advisors* (since 2002). Senior Vice President, Managed
Asset Group, Merrill Lynch, a diversified financial services company (2001 - 2002).

Senior Vice President, Retirement Income Security Ventures* (since September 2006).
Vice President, Lincoln National Life Insurance Company* (December 2003 - September
2006). Vice President of Sales - Chief Administrative Officer, ING USA Annuity and Life
Insurance Co. (May - November 2003). Vice President of Sales - Income Annuity
Product Line Leader, ING USA Annuity and Life Insurance Co. (2001 - 2003).

President, Individual Markets* (since April 2006). Exccutive Vice President, Life and
Annuity Manufacruring, Jefferson-Pilot (2004 - April 2006). Executive Vice President,
Product/Financial Management (2002 - 2004). Exccutive Vice President, Product
Development, M&A (2000 - 2002).

President, Lincoln Financial Distributors (since 2006). Senior Vice President, Head of
Sales, Lincoln Financial Distributors (2004 - 2006). Senior Vice President and Managing
Drirector, American Legacy (2003 - 2004). Senior Vice President, Natonal Sales Manager
and Managing Director, Seasons Select at AJG SunAmerica, a retirement savings and
investment products company (1996 - 2003).

Senior Vice President, Chief Human Resources Officer (since 2005). Senior Vice
President, Human Resources, The ServiceMasrer Comnpany, 2 homne services company
{2002 - 2004). Execudve Vice President, Human Resources, BCOM 3 Group (now
Publicis), a communications company (2000 - 2002).
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Name _Age** Position with LNC and Business Experience During the Past Five Years

Dennis L. Schoff 48 Senior Vice President, LNC and General Counsel (since 2002). Vice President and
Deputy General Counsel (2001 - 2002).

Michael Tallett-Williams 54 President and Managing Director, Lincoln National (UK)* (since 2000).

President, Employer Markets* (since April 2006). Chief Executive Officer and
Westey V. Thompson 33 President, Lincoln Financial Distributors (2000 - April 2006). Senior Vice President,
Lincoln Life and Annuity Diseributors (1998 - 2002).

* Denotes an affiliate of LNC.
*+  Age shown is based on the officer’s age as of February 29, 2008.

33



PART II

Itern 5. Matket for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

(a) Stock Market and Dividend Information

Our common stock is traded on the New York and Chicago stock exchanges under the symbol LNC. At December 31, 2007, the
number of sharcholders of record of our common stock was 11,742, The dividend on our common stock is declared each quarter
by our Board of Directors. In determining dividends, the Board takes into consideraton items such as our financial condition,
including current and expected carnings, projected cash flows and anticipated financing needs. For potential restrictions on our
ability to pay dividends, see “Review of Consolidated Financial Condition” in the MD&A and Note 18. The following rable
presents the high and low closing prices for our common stock on the New York Stock Exchange during the petiods indicated and
the dividends declared per share during such periods:

Ist Qtr 2nd Qu 3ed Qtr 4th Qir

2007

High § 7118 § 7472 § 7228 g 70.66
Low 64.29 66.90 54.40 55.84
Dividend declared 0.395 0.395 0.395 0.415
2006

High $§ 5797 $ 60.52 S 06347 S 6672
Low 52.00 54.30 53.94 61.74
Dividend declared 0.380 0.380 0.380 0.395

(b) Not Applicable
(c) Issuer Purchases of Equity Securities

The following table summarizes our stock repurchases during the quarter ended December 31, 2007 (dollars in millions, except per
share darta):

() Total (c) Total Number {d) Approximate Dollar
Number (b) Average of Shares {(or Units) Value of Shares {or
of Shares Price Paid Purchased as Part of Unijts) that May Yet Be
{or Units) per Share Publicly Announced Purchased Under the
Period Purchased ¢ (or Unit) Plans or Programs @ Plans or Programs @
10/1/07 -10/31/07 4,362 5 68.47 - $ 1,963.4
11/1/07 - 11/30/07 4,182,013 59.76 4,181,100 1,713.5
12/1/07 - 12/31/07 846,056 59.49 842,281 1,663.4

M Of the total number of shares purchased, 7,236 shares were received in connection with the exercise of stock options and
related taxes and 1,814 shares were withheld for taxes on the vesting of restricted stock. For the quarter ended December
31, 2007, there were 5,023,381 shares purchased as patt of publicly announced plans ot programs,

@ On February 23, 2007, our Board approved a $2 billion increase to our cxisting secutritics repurchase authotizadon, bringing
the toral authorization at that ime to $2.6 billion. At December 31, 2007, our security repurchase authorization was $1.7
billion. The sccurity repurchase authordzation does not have an expiration date. The amount and timing of share repurchase
depends on key capiral rados, rating agency expectations, the generation of free cash flow and an cvaluation of the costs and
benefits associated with alternative uses of capital. The shares repurchased in connection with the awards described in
footnote (1) are not included in our security repurchase.

®  As of the last day of the applicable month.
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(d) Securities Authorized for Issuance Under Equity Compensation Plans

For information on securities authorized for issuance under equity compensation plans, see “Item 12. Security Ownership of
Certain Beneficial Owners and Management and Related Stockholder Matters,” which is hereby incorporated by reference.

fren 6. Selected Financial Data

The following selected financial data (in millions, except per share data) should be read in conjunction with the MD&A and the
Notes of this report. Some previously reported amounts have been reclassified to conform to the presentation at and for the year
ended December 31, 2007. C

For thé Years Ended December 31, -,

2007 2006 2005 2004 2003
Total revenues $ 10,594 § 8962 § 5475 § 5351 § 57284
Income from continuing operations 1,321 1,295 831 732 767
Net income 1,215 1,316 831 707 512
Per share data ; .
Net income - basic g 4.50 g 5.21 $ 4.80 g 4.01 ) 2.89
Net income - diluted 443 513 472 3.95 2.85
Common stock dividends 1.600 1.535 1.475 1.415 1.355
As of December 31, ‘
2007 2006 2005 2004 2003
Assets g 191,435 $ 178,495 $ 124 860 $ 116,219+ $ 106,745
Long-term debt 4,618 3,458 1,333 1,389 1,459
Stockholders' equity 11,718 12,201 6,384 6,1 76‘ 5,812
Per share data ¢V: |
Stockholders’ equity including accumulated
other comprehensive income $ 4432 $  44.21 § 3669 $ 3553 $ 3256
Stockholders’ equity excluding accumulated
other comprehensive income @ 43.46 41.99 33.66 3017 27.69
Market value of common stock . 58.22 66.40 53.03 46.68 40.37

() Per share amounts were affected by the issuance of 112.3 million shares for the acquisition of Jefferson-Pilot in 2006 and the
retirement of 15.4 million, 16.9 million, 2.3 million and 7.6 million shares of commeon stock during the years ended December

31, 2007, 2006, 2005 and 2004, respectively.
@ TPer share amounts are calculated under the assumption that preferred stock has been converted to common stock.
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Itern 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following Management’s Discussion and Analysis (“MD&A”) is intended to help the reader understand the resules of
operatons and financial condidon of Lincoln Nadonal Corporadon and its consolidated subsidiaries (“LINC,” “Lincoln™ or the
“Company” which also may be referred to as “we,” “our” or “us”) as of December 31, 2007, compared with December 31, 2006,
and the resulis of operations of LNC in 2007 and 2006, compared with the immediately preceding year. On April 3, 2006, LNC
completed its merger with Jefferson-Pilot Corporadon (“Jefferson-Pilot™). Beginning on April 3, 2006, the results of operations
and financial condition of Jefferson-Pilot, after being adjusted for the effects of purchase accounting, were consolidated with LNC.
The financial information presented herein for the year ended December 31, 2006 reflects the accounts of LNC for the three
months ended March 31, 2006, and the consolidated accounts of LNC and Jefferson-Pilot for the remainder of 2006. The dara
presented hetein for the 2005 petiod reflects the accounts of LNC. The MD&A is provided as a supplement to, and should be
read in conjunction with, our consolidated financial statements and the accompanying notes to the consolidated financial
statemnents (“Notes”) presented in “Item 8. Financial Statements and Supplementary Data.”

In this report, in addition to providing consolidated revenues and net income (loss), we also provide segment operating revenues
and income (loss} from operations because we believe they are meaningful measures of revenues and the profimbility of our
operating segments.

¢  Operating revenues are revenues recorded in accordance with accounting principles generally accepted in the United States of
America (“GAAP”) excluding realized gains and losses and the amortization of deferred gains arising from reserve
development on business sold through reinsurance,

¢ Income (loss) from operations is GAAP net income excluding net realized gains and losses, losses on early redrement of debe,
reserve development (net of related amortization) on business sold through reinsurance, discontinued operations and the initial
impact of the adopton of changes in accounting principles.

Operating revenues and income (loss) from operations are the financial petformance measures we use to evaluate and assess the
results of our segments. Accordingly, we report operating revenues and income (loss) from operadons by segment in Note 20,
Qur management and Board of Directors believe that operating revenues and income (loss) from operatons cxplain the results of
our ongoing businesses in a manner that allows for a better understanding of the undetlying trends in our current businesses
because the excluded items are unpredictable and not necessarily indicative of current operadng fundamentals or future
performance of the business segments, and, in many instances, decisions regarding these items do not necessarily relate to the
operations of the individual segments. Operating revenues and income {loss) from operations do not replace revenues and net
income as the GAAP measures of our consolidated results of operations,

Certain reclassifications have been made 1o prior periods’ financial informaton to conform 1o the 2007 presentation.
FORWARD-LOOKING STATEMENTS - CAUTIONARY LANGUAGE

Certain statements made in this report and in other written or oral statements made by LNC or on LNC’s behalf are “forward-
looking statements” within the meaning of the Private Securities Litigadon Reform Act of 1995 (“PSLRA”}). A forward-looking
statement is a Statement that is not a historical fact and, without limitation, includes any statement that may predict, forecast,
indicate or imply future results, performance or achievements, and may contain words like: “believe,” “anticipate,” “expect,”
“estimate,” “project,” “will,” “shall” and other words or phrases with similar meaning in connection with a discussion of furure
operating or financial performance. In particular, these include statements relating to future actions, trends in our business,
prospective services or products, future performance or financial results and the outcome of contingencies, such as legal
proceedings. LNC claims the protection afforded by the sate harbor for forward-looking statements provided by the PSLRA.

Forward-looking statements involve risks and uncertainties that may cause actual results to differ materially from the results
contained in the forward-locking statements. Risks and uncertainties that may cause actual results to vary matedally, some of
which are descrbed within the forward-looking statements, include, among others:

® Legisladve, regulatory or tax changes, both domestc and foreign, that affect the cost of, or demand for, LNC’s products, the
required amount of reserves and/or surplus, or otherwise affect our ability to conduct business, including changes to starutory
teserves and/or risk-based capital requirements related to secondary guarantces under universal life and variable annuity
products such as Actuarial Guideline VACARVM (“VACARVM™); restrictions on revenue sharing and 12b-1 payments; and
the potental for U.S. Federal tax reform;

® The inidation of legal or regulatory proceedings against LNC or its subsidiaties, and the outcome of any legal or regulatory
proceedings, such as: (a} adverse actions related to present or past business practices common in businesses in which LNC and
its subsidiaries compete; (b) adverse decisions in significant actions including, but not limited to, actions brought by federal
and state authorities and extra-contractual and class action damage cases; (c) new decisions that result in changes in law; and
{d) unexpected trial court rulings;
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¢ Changes in interest rates causing a reduction of investment income, the margins of LNC’s fixed annuity and life insurance
businesses and demand for LNC’s products;

¢ A decline in the equity markets causing a reduction in the sales of LNC’s products, a reduction of asset-based fees that LNC
charges on various investment and insurance products, an acceleration of amortization of deferred acquisition costs (“DAC™),
value of business acquired (“VOBA”), deferred sales inducements (“DSI”) and defetred front-end loads (“DFEL”) and an
increase in liabilities related to guaranteed benefit features of LNC’s variable annuity products;

¢ Ineffectiveness of LNC’s various hedging strategies used to offset the impact of changes in the value of liabilities due to
changes in the level and voladlity of the equity markets and interest rates;

» A deviation in actual experience regatding future persistency, mortality, morbidity, interest rates or equity market retuens from
LNC’s assumptions used in pricing its products, in establishing related insurance reserves and in the amortization of
intangibles that may result in an increase in reserves and a decrease in net income, including as a result of investor-owned life
insurance business;

»  Changes in GAAP that may result in unanticipated changes to LNC’s net income, including the impact of Statement of
Financial Accounting Standards (“SFAS”) No. 157, “Fait Value Measurements” (“SFAS 1577}, and SFAS No. 159, “The Fair
Value Option for Financial Assets and Financial Liabilites;”

*  Lowering of one or more of LNC’s debt ratings issued by nationally recognized statistical rating organizations and the adverse
impact such zction may have on LNC'’s ability to raise capital and on its liquidity and financial condition;

* Loweting of one or more of the insurer financial strength radngs of LNC’s insurance subsidiaries and the adverse impact such
action may have on the premium writings, policy retention and profitability of its insurance subsidiaries;

¢ Significant credit, accounting, fraud or corporate governance issues that may adversely affect the value of certain investments
in the portfolios of LNC’s companies requiting that LNC realize losses on such investments;

®  The impact of acquisitions and divestitures, restructurings, product withdrawals and other unusual items, including INC’s
ability to integrate acquisitions and to obtain the anticipated results and synergies from acquisitions, including LNC’s ability to
successfully integrate Jefferson-Pilot’s businesses, to achieve the expected synergies from the merger or to achieve such
synergies within our expected timeframe;

¢ The adequacy and collectibility of reinsurance that LNC has purchased;

¢ Acts of terrotism, wat or other man-made and natural catastrophes that may adversely affect LNC’s businesses and the cost
and availability of reinsurance;

s Competitive conditions, including pricing pressures, new product offerings and the emergence of new competitors, that may
affect the level of premiums and fees that LNC can charge for its products;

¢ The unknown impact on LNC’s business resulting from changes in the demographics of LNC’s client base, as aging baby-
boomers move from the asset-accurnuladon stage to the asset-distribution stage of life;

®  Loss of key management, portfolio managers in the Investment Management segment, financial planners or wholesalers; and

®  Changes in general economic or business conditions, both domestic and foreign, that may be less favorable than expected and
may affect foreign exchange rates, premium levels, claims expetience, the level of pension benefit costs and funding and
investment results.

The risks included here are not exhaustive. Other sections of this report, LNC’s quarterly reports on Form 10-Q), current reports
on Form 8-K and other documents filed with the Securities and Exchange Commission (“SEC”) include additional factors that
could impact LNC’s business and financial performance, including “Item 1A. Risk Factors,” “Item 7A, Quantitative and
Qualitative Disclosures About Market Risk” and the risk discussions included in this section under “Critical Accounting Policies
and Estimates,” “Consolidated Investments” and “Reinsurance,” which are incorporated herein by reference. Moreover, LNC
operates in a rapidly changing and competitive environment. New risk factors emerge from time to time, and it is not possible for
management to predict all such risk factors.

Furthet, it is not possible to assess the impact of all risk factors on LNC’s business or the extent to which any factor, or
combination of factors, may cause acrual results to differ materially from those contained in any forward-looking statements.
Given these risks and uncertainties, investors should not place undue reliance on forward-looking statements as a prediction of
actual results. In addition, LNC disclaims any obligation to update any forward-looking statements to reflect events or
circumstances that occur after the date of this report,

INTRODUCTION
Executive Summary

We are 2 holding company that operates multiple insurance and investment management businesses as well as a radio broadcasting
business through subsidiary companies. Through our business segments, we sell a wide range of wealth protection, accumulation
and retirement income products and solutions. These products include institutional and/or retail fixed and indexed annuities,
variable annuities, universal life insurance (“UL”), variable universal life insurance (“VUL”), linked-benefit UL, term life insurance,
mutual funds and managed accounts.
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We provide products and services in four operating businesses: (1) Individual Markets; (2) Employer Markets; (3) Investment
Management; and (4) Lincoln UK, and report results through six business segments. These operating businesses and their
segments are described in “Item 1. Business.”

In 2007, we launched a broader life insurance and annuity unified product suite available to our distribution force. We have plans
to launch the final unified variable life insurance product in the second quarter of 2008 after receiving appropriate regulatory
approvals. In February 2008, we launched a new guaranteed minimum withdrawal benefit (“GMWB™), Lincoln Lifettme Incomés™
Advantage, which includes such features as a reduced minimum age for lifetime income eligibility; a 5% benefit enhancement in
each year an owner does not take a withdrawal; a health care benefir; and a guaranteed minimum accumulation benefi.

Our individual products and services are distributed primarily through brokers, planners, agents and other intermediaries with sales
and marketing support provided by approximately 650 wholesalers within Lincoln Financial Distributors (“LFD”), our wholesaling
distributor. Our group products and services are distributed primarily through financial advisors, employee benefir brokers, third
pacty administrators and other employee benefit firms with sales support provided by Lincoln’s Employer Martkets’ group and
retirement sales specialists. Our retail distributor, Lincoln Financial Network, offers LNC and non-proprietaty products and
advisory services through a national network of approximately 7,300 active producers who placed business with us within the last
twelve months.

We offer creative product solutons that focus on how each part of a person’s portfolio can provide income, accumulation,
protection or leverage appropriately during the different phases of the retirement wealth cycle. We believe that our Retirement
Incotne Security Veature (“RISV”), a group of individuals from within our organization, is focused on antcipating future needs
and developing solutions to meet those opportunities during the different phases. We believe that the baby-boomer generation
reaching retirement age will present an emerging opportunity for companies like ours that offer products allowing baby-boomers to
better manage their wealth accumulation, retirement income and wealth transfer needs and to protect their assets through risk
transfer product features. Retirement income securicy represents all of the risks at various stages of the wealth management cycle,
not just the risk of outliving income during redrement. According to industry studies, by 2012, it is estimated that there will be
over $1 trillion of money in motion each and every year as retirees begin to withdraw funds from their retirement vehicles and the
retirees will need a strategy to manage those funds. We expect that these retirees will also be looking for the ability to transfer risk
of their financial retirement decisions from themselves to someone else, and we believe the insurance industry is uniquely
positdoned to transfer those risks.

Within the Individual Markets variable annuity business, our Lincoln SmartSecurity® Advantage, with its one-year reset feature,
including the Lifetime withdrawal benefit introduced in 2006, and five-year reset feature, contributed to our growth with elections
of these riders totaling 41% of deposits in 2007. We also offer a patented annuity product feature, ALIFE®, which we introduced
a few years ago to meet the needs of baby-boomers for retirement income as they enter the retirement phase of their life cycle.
The 4LIFE® Advantage product offers 2 guaranteed minimum income benefit (“GIB”) rider, which can be elected to provide a
floor to the amount of income available from the annuity during retirement. In 2007, elecdons of #LIFE® were $2.4 billion, an
increase of $786 million over 2006. Additonally, in 2006, we introduced 4LATER® to meet the needs of baby-boomers who are
not ready for retirement bur are ready to plan for it. In 2007, deposits of ALATER® were approximately $2.0 billion. We also
offer a fixed indexed annuity, which offers upside growth from equity markets with fixed return protection.

In our Individual Markets - Life Insurance segment, we are in a competitive marketplace, especially related to life insurance
ptoducts with secondary guarantees. This product requites us to maintain risk management and pricing discipline, which is
especially important in the competitive environment. Sales of insurance products with such guarantees comprised 70% of our life
insurance sales in 2007. The statutory reserving requirements for these products are such that it is necessary for us to utilize capital
market solutions to manage the level of reserves held in our domestc life insurance companies. As a resulr, as discussed in
“Recent Developments™ below, we completed a transaction that enabled us to release approximately $300 million of capital in 2007
from one of our insurance subsidiaries under Actuarial Guideline 38 (“AXXX™).

Our Employer Markets business has more than $42.6 billion in account values, including $36.1 billion for Defined Contribution.
This business unit provides us the platform to benefit from the movement in the marketplace by employees away from the
traditional defined benefit pension plans towards voluntary defined contribution plans, such as 401 (k)s and 403(b)s, and the
increase in voluntary group life and disability has also provided for a convergence of distribution strategies. We also believe that
there are opportunities to capitalize on revenue synergies by leveraging our Group Protection’s group business with Retirement
Products’ defined contribution platform for a single employer solutdon. We also believe that the Pension Protection Act of 2006
{“PPA”) will benefit the Employer Markets business. Our oldest block of business in our Retirement Products’ segment is in run-
off mode, and a substandal increase in new deposit production will be necessary to maintain earnings at cusrent levels.

As our businesses and products are complex, so is the manner in which we derive income. For a discussion on how we derive our
tevenues, see our discussion in results of operations by segment below.
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Going into 2008, we expect our major challenges to include:

» Continuadon of voladlity in the capital markets;

¢ Condnuation of decline in the economy or a recession,

¢ Success of our unified product portfolio and marketplace acceptance of new variable annuity fearures that will help'maintain
our competitive position;

e  Continuation of the low interest rate environment, which creates a challenge for our products that generate investment margin
profits, such as fixed annuites and UL;

¢  Conrinuation of competitive pressures in the life insurance and annuity marketplace and regulatory scrutiny of the life and
annuity industry, which may lead to higher product costs and negative perceptions about the industry;

s  Continuation of the successful expansion of our wholesale distributton businesses;

¢ Ability to improve financial and sales results and increase scale in our Employer Markets business;

o Ability to generate tangible results from RISV, and

s Continuation of focus by the government on tax reform, which may impact our products.

In the face of these challenges, we expect to focus on the following throughout 2008:

¢ Contnue to significantly invest in expanding our distribudon in each of our core Individual Markets, Invesrment Management
and Employer Markets businesses;

¢ Contnue near term product development in our manufacturing units and future product development initiatives in our RISV
unit related to the evolving redrement income security marketplace;

¢ Explore strategies to increase scale in our Employet Markets - Defined Contribution and Investment Management segments;

o Turther embed financial and execution discipline throughout our operations by using technology and making other
investments to improve operating effectivencss and lower unit costs; and

¢  Substandally complete the remaining platform and system consolidadons necessary to achieve the final portion of integration
cost saves as well as prepare us for more effective customer interaction in the future.

Industry Trends
We continue ¢ be influenced by a variety of trends that affect the industry.
Financial Environment

The level of long-term interest rates and the shape of the yield curve can have a negative impact on the demand for and the
profitability of spread-based products such as fixed annuities and Ul.. A flat or inverted yield curve and low long-term interest
rates will be a concern if new money rates on corporate bonds are lower than overall life insurer investment portfolio yields.
Equity market performance can also impact the profitability of life insurers, as product demand and fee revenue from variable
annuities and fec revenue from pension products tied to separate account balances often reflect equity market performance. Since
mid-2007, the capital markets have expetienced uncettainty in consumer credit related to sub-prime loans, which has contributed
to increased credit losses and illiquidity. This uncertainty has also contributed to significant volatility in the equity markets and has
raised fears of tecession. A steady economy is important as it provides for continuing demand for insurance and investment-rype
ptoducts. Insurance premium growth, with respect to life and disability products, for example, is closely tied to employers’ total
payroll growth. Addidonally, the potental market for these products is expanded by new business creation.

Demographics

In the coming decade, a key driver shaping the actions of the insurance industry will be the dsing income protection, wealth
accumulaton and needs of the retiring baby-boomers. As a result of increasing longevity, retirees will need te accumulate
sufficient savings to finance retirements that may span 30 or more years. Helping the baby-boomers to accumulate assets for
retirement and subscquently to convert these assets into retirement income represents an opportunity for the insurance industry.

Insurers arc well positioned 1o address the baby-boomers’ rapidly increasing need for savings tools and for income protection, We
believe that, among insurers, those with strong brands, high financial strength radngs and broad distribution, are best positioned to
capitalize on the opportunity to offer income protection products to baby-boomers.

Moreover, the insurance industry’s products and the needs they are designed to address are complex. We believe that individuals
approaching retirement age will need to seck informaton to plan for and manage their retirements and that, in the workplace, as
employees take greater responsibility for their benefit options and retirement planning, they will need information about their
possible individual needs. One of the challenges for the insurance industry will be the delivery of this information in a cost
effective manner.
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Competitive Pressures

The insurance industry remains highly competitive. The product development and product life cycles have shortened in many
product segments, leading to more intense competition with respect to product features. Larger companies have the ability to
invest in brand equity, product development, technology and risk management, which are among the fundamentals for sustained
profimble growth in the life insurance industry. In addition, several of the industry’s products can be quite homogeneous and
subject to intense price compeddon. Sufficient scale, financial strength and financial flexibility are becoming prerequisites for
sustainable growth in the life insurance industry. Larger market pardcipants tend to have the capacity to invest in addidonal
distribution capability and the information rechnology needed to offer the superior customer service demanded by an increasingly
sophisticated industry client base.

Regulatory Changes

The insurance industry is regulated at the state level, with some products and services also subject to federal regulation.  As life
insurers introduce new and often more complex products, regulators refine capital requirements and introduce new reserving
standards for the life insurance industry. Regulations recenty adopted or currendy under review can potentially impace the reserve
and capital requirements of the industry. In addition, regulators have undertaken marker and sales practice reviews of several
markets ot products, including indexed annuites, variable annuites and group products.

Pension Plans

On August 17, 2006, President Bush signed the PPA into law. This act is considered ro be the most sweeping pension legislation
since the adoptdon of the Employee Retirement Income Security Act of 1974 on September 2, 1974, The provisions of the PPA
may have a significant impact on demand for pension, retirement savings and lifestyle protection products in both the institutional
and rerail markets. This legislation, while not immediate, may have a positive impact on the life insurance and financial services
industries in the future.

Recent Developments

On October 9, 2007, we issued $375 million aggregate principal amount of our 6.30% Senior Notes due October 9, 2037. We
contributed the net proceeds of approximately $370 million from the offering to a new wholly-owned insurance subsidiary. This
new subsidiary was created for the purposc of reinsuring the policy liabilities of our existing insurance affiliates, primarily related to
statutory reserves on UL products with secondary guarantees. These reserves are calculated under prevailing statutory reserving
requirements as promulgated under AXXX. The transacton released approximately $300 million of capital previously supporting
our UL products with sccondary guarantees. We intend to use the released capital for general corporate purposes, including for
share repurchase and supporting future business growth.

For details surrounding the 2007 wansactions pertaining to our media and fixed income investment management businesses, see
“Acquisition and Dispositions” below,

Critical Accounting Policies and Estimates

We have identified the accounting policies below as critical to the understanding of our results of operations and our financial
position. In applying these critical accounting pOllClLS in preparing our financial statements, management must use significant
assumptions, estimates, and judgments and estimates concerning future results or other developments, including the likelihood,
timing or amount of one ot more future events. Actual results may differ from these estimates under different assumpedons or
conditions. On an ongoing basis, we evaluate our assumptions, estimates and judgments based upon historical experience and
various other information that we believe to be reasonable under the circumstances. For a detailed discussion of other significant
accounting policies, see Note 1.

DAC, VOBA, DSI and DFEL

Accounting for intangible assets requires numerous assumptions, such as estimates of expected future profitability for our
operations and our ability to retain existing blocks of life and annuity business in force. Our accounting policies for DAC, VOBA,
DSI and DFEL impact the Individual Markets - Annuites, Individual Markets - Life Insurance, Employer Markets - Retirement
Products, Employer Markets - Group Protection and Lincoln UK segments.

Acquisition costs for variable annuity and deferred fixed annuity contraces and UL and VUL policies, which are accounted for
under SFAS No. 97, “Accounting and Reporting by Insurance Enterprises for Certain Long-Duration Contracts and for Realized
Gains and Losses from the Sale of Investments” (“SFAS 977), are amortized over the lives of the conrracrs in relation to the
incidence of estimated gross profits (“EGPs”) detived from the contracts. Acquisition costs are those costs that vary with and are
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primarily related to new or renewal business. These costs include commissions and other expenses that vary with new business
volume. The costs thar we defer are recorded as an asset on our Consolidated Balance Sheets as DAC for products we sold or
VOBA for books of business we acquired. In addition, we defer costs associated with DS and revenues associated with DFEL.
DFEL is a liability included within other contract holder funds on our Consolidated Balance Sheets, and when amortized, increases
product expense charge revenues and income. DSl is included within other assets on our Consolidared Balance Sheets and, when
amortized, increases interest credited and reduces income.

EGPs vary based on a number of sources including policy persistency, mortality, fee income, investment margins, expense margins
and realized gains and losses on investments, including assumptions about the expected level of credit-related Josses. Each of these
sources of profit is, in turn, driven by other factors. For example, assets under management and the spread berween earned and
credired rates drive investment margins; net amount at risk (“NAR”) drives the level of cost of insurance (*COI”) charges and
reinsurance premiums. The level of separate account assets under management is driven by changes in the financial markers
(equity 2nd bond markets, hereafter referted to collectively as “equity markets™) and net flows. Realized gains and losses on
investments include amounts resulting from differences in the actual level of impairments and the levels assumed in calculating
EGPs.

Our DAC, VOBA, D8I and DFEL balances (in millions) by business segment as of December 31, 2007, were as follows:

Individual Markets Employer Markets
Life Retirement Group Lincoln Other
Annuities Insurance Products Protection UK Operations Total

DAC and VOBA § 2477 § 5409 $ 797 ) 123 £ 772 £ 2 $ 9,580
DSI 279 - - - - - 279
Total 2,756 5400 797 123 772 2 9,859
DFEL 131 649 24 - 379 - 1,183
Net ol $ 2,625 $ 4760 $ 773 $ 123 $ 393 $ 2 $ 8,676

Note: The above table includes DAC and VOBA amortized in accordance with SFAS No. 60, “Accounting and Reporting by
Insurance Enterprises (“SFAS 607).” Under SFAS 60, acquisition costs for traditional life insurance and Group
Protection’s products, which include whole life and term life insurance policies and group life, dental and disability policies,
ate amottized over petiods of 10 1o 30 years for life products and up to 15 years for group products on either a straight-line
basis or 2s a level percent of premium of the related policies depending on the block of business. No DAC is being
amortized under SFAS 60 for fixed and variable payout annuites.

The adoption of Statement of Posidon (“SOP”) 05-1, “Accounting by Insurance Enterprises for Deferred Acquisition Costs in
Conncection with Modifications or Exchanges of Insurance Contracts” (“SOP 05-17) on January 1, 2007, increased DAC and
VOBA amortization, net of deferrals by approximately $11 million. The adopticn of this new guidance primarily impacts our
Individual Markets - Annuities and Employer Markets - Group Protection businesses, and our accounting policics regarding the
assumptions for lapsation used in the amortization of DAC and VOBA. Tor a detailed discussion of SOP 05-1, see Note 2.

On 2 quarterly basis, we may record an adjustment to the amounts included within our Consolidated Balance Sheets for DAC,
VOBA, DSI and DFEL with an offsettng benefir or charge to revenue or expense for the impact of the difference between the
estimates of future gross profits used in the prior quarter and the emerpence of actual and updated estimates of future gross profits
in the current quarter (“‘retrospectdve unlocking”). In addidon, in the third quarter of each year, we conduct our annual
comprehensive review of the assumptions and the projection models used for our estimates of furure gross profits underlying the
amortizaton of DAC, VOBA, DSI and DFEL and the calculations of the embedded derivatives and reserves for annuity and life
insurance products with certain guarantees. These assumptons include investment margins, mortality, retention and rider
utlization. Based on our review, the cumulative balances of DAC, VOBA, DSI and DFEL, included on our Consolidated Balance
Sheets, are adjusted with an offsetdng benefit or charge to revenue or amortization expense to reflect such change (“prospective
unlocking™). The distinction between these two types of unlocking is thar retrospective unlocking is driven by the emerging
experience period-over-period, while prospective unlocking is driven by changes in assumptions or projection models related to
estimated future gross profits.
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The increase {dectease) to income from operations by business segment from our prospective unlocking (in millions) was as
follows:

DAC GMDB Guarantee
and and Life Embedded
DFEL" VOBA® DSI® Reserves™  Derivative® Total
For the Years Ended December 31,
2007
Individual Markets:
Annuities $ M $ 8§ 1 M s I
Life Insurance 18 {13) - - - 5
Employer Markets:
Defined Contributon - 2 - - - 2)
COLI and BOLI - 0 - - - M
Lincoln UK 3 o - - - 2
Total S 20 S O T R 1 s 12
2006
Individual Markers:
Annuities § 4] $ 1 $ 1 $ 2 g - $ 2
Life Insurance (D (%) - (10) - (20)
Employer Markets:
Defined Contribution - 5 - - - 5
COLI and BOLI - ) - - . )
Lincoln UK ®) 2 - - - ©)
Total s (1) 3 @ s 1§ ® 3 — s @0)
2005
Individual Markets:
Annuities 3 1 $ 22 $ 1 $ 5 $ N § 22
Life Insurance (13 16 - - - 3
Employer Markets:
Defined Contribution - 14 - - - 14
COLI and BOLI 1 1 - - - -
Lincoln UK 6 6 - - - 12
Total $ (7N $ 59 $ 1 § 5 $ €] g 51

-, = ,e,m_.——m -—_—-———— == @-_-——

™ Reported in insurance fees on our Consolidated Statements of Income.

@  Reported in underwridng, acquisidon, insurance and other expenses on our Consolidated Statements of Income,
@ Reported in interest credited on our Consolidated Seatements of Income.

@  Reported in benefits on our Consclidated Statements of Income.

The impact of prospective unlocking on income from operations included a $28 million increase from assumpdon changes net of a
$16 million decrease from model refinements for 2007, an $18 million decrease from assumption changes and a $2 million decrease
from model refinements for 2006 and a §50 million increase from assumption changes and a $1 million increase from model
refinements for 2005. The 2006 amounts also reflect our harmonization of several assumptons and related processes as a result of
our merger with Jefferson-Pilot. The effects varied by segment and are discussed further in the respective segment discussions
below.

Because equity market movements have 2 significant impact on the value of variable annuiry and unit-linked accounts {contracts
written in the UK. similar ro U.5. produced variable life and annuity products) and the fees carned on these accounts, EGPs could
increase or decrease with movements in the equity markets. Significant and sustained changes in equity markets could therefore
have an impact on DAC, VOBA, DSI and DFEL amortization for our variable annuity, annuity-based 401(k) business and unit-
linked business, but have significantly less impact on DAC, VOBA and DIFEL amortization for our life insurance business because
approximately 82% of their account values pertain to interest sensitive products, such as UL and interest-sensirive whole life. Our
assumnption for the long-tertn annual gross growth rate of the equity markets used in the determination of DAC amortization is
9%, which is reduced by mortality and expense charges and asset management charges.
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As equiry markets do not move in a systematic manner, we use a “reversion to the mean” (“RTM”) process to compute our best
estimate long-term gross growth rate assumption. Under our current RTM process, on each valuation date, future EGPs are
projected using stochastic modeling of a large number of future equity market scenarios in conjunction with best estimates of lapse
rates, interest rate spreads and mortality to develop a statistical distribution of the present value of future EGPs for our variable
annuity, annuity-based 401 (k) and unit-linked product blocks of business. This process is not applied to our life insurance and
fixed annuity businesses, as equity market performance does not have as significarit of an impact on these products. Because
future equity market returns are unpredictable, the underlying premise of this process is that best estimate projections of future
EGPs, as required by SFAS 97, need not be affected by random short-term and insignificant deviations from expectations in equity
market returns. However, long-term or significant deviations from expected equity market returns require a change to best
estimate projections of EGPs and prospective unlocking of DAC, VOBA, DSI and DFEL. The statistical distribution is designed
to identify when the equity market return deviations from expected returns have become significant enough to warrant a change of
the future equity return EGP assumption. As an illustration of the potential impact, given where our best estimate of EGPs for
the Individual Markets - Annuities and Employer Matkets - Defined Contribution segments were positioned in the range as of
December 31, 2007, if we were to reset the RTM to a gross variable account growth assumption representing the midpoint
between the first of the two statistical ranges and the mean of the projections from December 31, 2007, forward in determining
revised EGPs, we estimate it would result in a cumulative favorable prospective unlocking of approximately $124 million, pre-tax
{$81 mullion, after-tax). ’

The stochastic modeling performed for our variable annuity blocks of business as described above is used to develop a range of
reasonably possible furure EGPs. We compare the range of the present value of the future EGPs from the stochastic modeling to
that used in our amortization model. A set of intervals around the mean of these scenarios is utilized to calculate two separate
statistical ranges of reasonably possible EGPs. These intervals are compared to the present value of the EGPs used in the
amortizatdon model. If the present value of EGP assumptions utilized for amortization were to exceed the margin of the
reasonable range of stagstically calculated EGPs, a revision of the EGPs used to calculate amortization would occur. If a revision
is deemed necessary, future EGPs would be re-projected using the current account values at the end of the period during which the
revision occurred along with a revised long-term annual equity market gross return assumption such that the re-projected EGPs
would be our best esdmate of EGPs.

Notwithstanding these intervals, if a severe decline or advance in equity markets were to occur or should other circumstances,
including contract holder activity, suggest that the present value of future EGPs no longer represents our best estimate, we could
determine that a revision of the EGPs is necessary. A severe decline or advance in equity markets would involve a sustained
change from December 31, 2007 levels.

Qur practice is not necessatily to unlock immediately after exceeding the first of the two statistical ranges, but, rather, if we stay
berween the first and second statistical range for several quarters, we would likely unlock. Additionally, if we exceed the ranges as 2
result of a short-term market reaction, such as we saw after the events of September 11, 2001, we would not necessarily ualock.
However, if the second statistical range is exceeded for more than one quarter, it is likely that we would unlock. While this
approach reduces adjustments to DAC, VOBA, DSI and DFEL due to short-term equity market fluctuations, significant changes
in the equity markets that extend beyond one or two quarters could result in a significant favorable or unfavorable unlocking.

Our long-term equity matket growth assumption rate is 9%, which is used in the determination of DAC, VOBA, DSI and DFEL
amortization for the variable component of our vatiable annuity products, as this component is primarily related to underlying
investments in equity funds within the separate accounts. This variable appreciation rate is before the deduction of our contract
fees. For business issued in years prior to 2005 for the Individual Markets - Annuities segment and a portion of the Employer
Markets - Defined Conttibution segment, the assumed annual variable appreciation rate is 5.11% as of December 31, 2007. It
remains 5.11% for the subsequent 9-month period and is then 9% thereafter. The actual variable appreciation rate in recent years
has been higher than the assumed rate. As a result, we are more likely to unlock from positive variable performance rather than
from negative returns from December 31, 2007, Given our position within the range around our best estimate of EGPs for the
Individual Markets - Annuities and the Employer Markets - Defined Contribution segments as of December 31, 2007, a one-
quarter equity market movement of positive 10% would bring us to the first of the two statistical ranges while a one-quarter equity
market movement of positive 30% would bring us to the second of the rwo ranges for these segments. Subsequent equiry market
performance that would keep us at or move us beyond the first stadstcal range would likely result in favorable unlocking.
Negative equity market petformance would have o be significantly greater than the above percentages for us to exceed the lower
end of the two stadstical ranges.

Goodwill and Other Intangible Assets
Under SFAS No. 142, “Goodwill and Other Intangible Assets,” goodwill and intangible assets with indefinite lives are not

amortzed, but are subject to impairment tests conducted at least annually. Intangibles that do not have indefinite lives are
amortized over their estimated useful lives.
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The valuation techniques we use to estimate the fair value of the group of assets comprising the different reporting units varies
based on the characteristics of each reporting unit’s business and operations. A market-based valuation technique that focuses on
price-to-earnings multiplier and the segment-level operating income is used for the Individual Markets and Employer Markets
segments and the remaining media business that is now reported in Other Operations. For the Lincoln UK segment, a discounted
cash flow model is utilized to determine the fair value. A valuation technique combining multiples of revenues, earnings before
interest, taxes, depreciation and amortization and assets under management is used to assess the goodwill in our Investment
Management segment. We use October 1 as the annual review date for impairment. The results of the tests performed as of
October 1, 2007, 2006 and 2005, indicated that we did not have impaired goodwill ot other intangibles. The tests performed on
our media properties as of October 1, 2007, only included our San Diego, Denver, Atanta and Miami radio stations (“station
clusters”) within Other Operations as the other media properties are identified as held for sale. For details surrounding the 2007
dispositions of our media properties, see “Acquisition and Dispositions” below.

Investments

QOur primary investments are in fixed maturity securities, including corporate and government bonds, asset and mortgage-backed
securities and redeemable preferred stock, and equity securities, mortgage loans and policy loans. All our fixed maturity and equity
securities are classified as available-for-sale as defined in SFAS No. 115, “Accounting for Certain Investments in Debt and Equity
Securides,” except for those securities supporting certain reinsurance transactions which are classified as trading securities.
Available-for-sale securides are carried at fair value with the difference from amortized cost included in stockholders’ equity as a
component of accurnulated other comprehensive income. The difference is net of related DAC, VOBA, D3I and DFEL and
amounts that would be credited to contract holders, if realized, and taxes.

Investment Valuation

Fair values for fixed maturity securities are based on quoted market prices, where available. For fixed maturity securities that are
not actively traded, fair values are estimated using values obtained from independent pricing services. The fair values for equity
securities are based on quoted market prices. Fair values for private securities are estimated by: (1) a matrix process that employs
discounting expected future cash flows using a current market rate applicable to the coupon rate, credit quality, industry sector and
maturity of the investments; (2) third party-supplied prices or secondaty market transactions; and (3) applying professional
judgment to arrive at the fair value based upon prices of public or non-public securities of similarly situated issuers.

Write-Downs for Other-Than-Temparary Impatrments and Allowance for Losses

The criteria for determining whether or not a security is impaired is not based upon a permanent impairment standard, but rather
an other-than-temporaty impairment standard. Under the other-than-temporary criteria, we could have a security that we believe is
likely to recover its value over time, but we would stll be required to record an impairment write-down under GAAP.
Determining whether or not a decline in curtrent fair values for securities classified as available-for-sale is other-than-temporary can
frequently involve a variety of assumptions and estimates, particularly for investments that are not actively traded on established
markets. For instance, assessing the value of some investments requires an analysis of expected future cash flows. Some
investment structures, such as collateralized debt obligations, often represent selected tranches collateralized by underlying
investments in a wide variety of issuers and security types.

Factors we consider in determining whether declines in the fair value of fixed marturity securities are other-than-temporary include:
1) the significance of the decline; 2) our ability and intent to retain the investment for a sufficient period of time for it to recover to
an amount at least equal to its carrying value; 3) the time period duting which there has been a significant decline in value; and 4)
fundamental analysis of the liquidity, business prospects and overall financial condition of the issuer. Based upon these factors,
securides that have indicatons of potential impairment are subject to intensive review. Where such analysis results in a conclusion
that declines in fair values are other-than-temporary, the security is written down to fair value. The fixed maturiry securities to
which these write-downs apply were generally of investment grade at the time of purchase, but were subsequenty downgraded by
rating agencies to “below-investment grade.” Another key factor in whether a write-down for impairment is necessary is our
“intent or ability to hold to recovery or maturity.” In the event that we determine that we do not have the intent or ability to hold
to recovety or matutity, we are required to write down the security. A write-down is necessary even in situations where the
unrealized loss is not due to an underlying credit issue, but may be solely related to the impact of changes in interest rates on the
fair value of the security. See Note 19 for a general discussion of the methodologies and assumptions used to determine estimated
fair values.

For certain securitized fixed maturity securities with contractual cash flows, including asset-backed securities, we use our best
estimate of cash flows for the hife of the security 1o determine whether there is an other-than-tempotary impairment of the security
as required under Emerging Issues Task Force Issue No. 99-20, “Recogniton of Interest Income and Impairment on Purchased
and Retzined Beneficial Interests in Securitized Financial Assets,” and we review for other indicators of impairment as required by
FASB Staff Posidon 115-1, “The Meaning of Other-Than-Temporary Impairment and Its Application to Certain Invesunents.”
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l Based on our evaluaton of securities with an unrealized loss as of December 31, 2007, we do not believe that any addidonal other-
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than-temporary impairment losses, other than those already reflected in the financial starements, are necessary. As of December
31, 2007, there were available-for-sale securities with unrealized losses totaling $1.2 billion, pre-tax, and prior to the impact on
DAC, VOBA, DSI and other contract holder funds.

As the discussion above indicates, there are risks and uncertainties associated with determining whether declines in the fair value of
investments are other-than-temporary. These include subsequent significant changes in general overall economic conditions, as
well as specific business conditions affecting particular issuers, future financial market effects such as interest rate spreads, stability
of foreign governments and economies, future rating agency actions and significant accounting, fraud or corporate governance
issues that may adversely affect cerrain investments. Tn additon, there are often significant estimates and assumptions that we use
to estimate the fair values of securities, including projections of expected future cash flows and pricing of private securites. We
continually monitor developments and update underlying assumptions and financial models based upon new information.

Write-downs and allowances for losses on select mortgage loans on real estate, real estate and other investments are established
when the undetlying value of the property is deemed to be less than the carrying value. All mortgage loans that are impaired have
an established allowance for credit loss. Changing economic conditons impact our valuation of mortgage loans. Increasing
vacancies, declining rents and the like are incorporated into the discounted cash flow analysis that we perform for monitored loans
and may conrribute to the establishment of (or an increase in} an allowance for credit losses. In addidon, we continue to monitor
the entire commercial mortgage loan portfolio to identify risk. Areas of current emphasis are the hotel mortgage loan portfolio and
retail, office and industrial properties that have deteriorating credits or have experienced debt coverage reduction. Where
wartanted, we have established or increased loss reserves based upon this analysis,

Derivatives

To protect us from a variety of equity market and interest rate risks that are inherent in many of our life insurance and annuity
products, we use various derivative instruments. Assessing the effectiveness of these hedging programs and evaluating the canrying
values of the related derivatives often involve a variety of assumptiens and esdmates. We use derivartives to hedge equity marker
risks, interest rate risk and foreign currency exposures that are embedded in our annuity and life insurance product liabilides or
investment portfolios. Derivatives held as of December 31, 2007, contain industry standard terms and are entered inta with
financial institutions with long-standing, superior performance records. Our accounting policies for derivatives and the potential
impact on interest spreads in a falling rate environment are discussed in “lem 7A. Quanurative and Qualiratve Disclosures About
Market Risk.” See Note 5 for additonal information on cur accounting for derivatives.

Guaranteed I iving Benefits

The Individual Markets - Annuities segment has a hedging strategy designed to mitigate the risk and statement of income volatiliry
caused by changes in the equity markets, interest rates, and market implied voladlides associated with the Lincoln SmartSecurity®
Advantage GMWB feature and, beginning in the fourth quarter of 2006, our 4LIFE® Advantage GIB feature that is available in
our variable annuity products. In the second quarter of 2007, we also began hedging our 4LATER® Advanrage GIB feature
available in our variable annuity products. These living benefit features are collectively referred to as guaranteed living benefits
(“GLBs”). During 2007, we made adjustments to our hedging program to purchase longer dated volatility protection and increased
our hedges related to volatlity to better march liabiliry sensitivities under SFAS 157. In addition, in early January 2008, we added
our New York variable annuity business, with total account values of approximately $1.2 billion, to our hedge program. The
hedging strategy is designed such that changes in the value of the hedge contracts move in the opposite direction of changes in the
value of the embedded derivative of the GMWB and GIB features. This dynamic hedging strategy utilizes options on U.S.-based
equity indices, furtures on 1J.5.-based and internatonal equity indices, variance swaps on U.S.-based equity indices, as well as
interest rate furures and swaps. The notional amounts of the underlying hedge instruments are such that the magnitude of the
change in the value of the hedge instruments due ro changes in equity markers, interest rates, and implied volatilities is designed to
offset the magnitude of the change in the fair value of the GMWB and GIB guarantees caused by those same factors. As of
December 31, 2007, the embedded derivatives for GMWB, 4LATER® Advantage G1B and the #LIFE® Advantage GIB were
liabilities valued at $175 million, $48 million, and $29 mullion, respecdvely.

As part of our current hedging program, contract holder behavior and equity, interest rate and market implied volatility conditions
are monitored on a daily basts. We rebalance our hedge positions based upon changes in these factors as needed. While we
actvely manage our hedge positions, our hedge positions may not be totally effective to offset changes in the embedded derivative
caused by movements in these factors due 1o, among other things, differences in timing between when a market exposure changes
and corresponding changes to the hedge positons, extreme swings in the equity markets, interest rates and market implied
voladlides, realized market voladlity, contract holder behavior, divergence between the performance of the underlying funds and
the hedging indices, divergence between the actual and expected performance of the hedge instruments or our ability to purchase
hedging instruments at prices consistent with our desired risk and return trade-off.
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The following table presents our estimates of the potental instantancous impact to income from operations, which could tesult
from sudden changes that may occur in equity markets, interest rates 2nd implied market volatlides (in millions) at the levels
indicated in the table and excludes the net cost of operating the hedging program. The amounts represent the estimated difference
between the change in GMWB and GI1B reserves and the change in the value of the underlying hedge instruments after the
amortizaton of DAC, VOBA, DSI and DFEL and raxes. These impacts do not include any estimate of retrospective or
prospective unlocking that could occur. These esumates are based upon the recorded reserves for GMWB as of January 4, 2008,
which includes the effects of changes related to the implementation of SFAS 157 and the related hedge instruments in place as of
that date, along with additional vega (implied volatility) hedges that have been implemented to further close the vega shortfall that
existed as of January 4, 2008. The impacts presented below are not representative of the aggregate impacts that could result if a
combination of such changes to equity market returns, interest rates and implied volatilities occurred.

In-Force Sensitivities

-20% -10% -5% 5%
Equity market return $ (34 $ e $ (2) § (@
-50 bps -25 bps +25 bps +50 bps
Interest rates . $ C)) $ (1) $ - $ (1
-4% 2% . 2% 4%
Implied volatilities $ @ s (OORE. - $ (2

®  The analysis ts only valid as of this parricular business day, due to changing market condirions, contract holder acuvity, hedge
positions and other factors;

¢ The analysis assumes instantancous shifts in the capital market factors and no ability to rebalance hedge positons prior to the
market changes;

*  Assumptions regarding shifts in the marker factors, such as assuming parallel shifts in interest rate and implied voladlity term
structures, may be overly simplistc and not indicative of actual market behavior in stress scenarios;

¢ Itis very unlikely that one capital market sector (e.g. equity markets) will sustain such a large instantaneous movement without
affecting other capital market sectors; and '

s The analysis assumes that there is no tracking or basis risk between the funds and/or indices affecting the GLBs and the
instruments utilized to hedge these exposures.

The following table shows the effect (dollars in milliens) of indicated changes in instantaneous shifts in equity market returns,
interest rate scenarios and matker implied volatilides:

Assumptions of Changes In Hypothetical
Equity Interest Market Impact to
Market Rate Implied Net
Return Yields Volailities Income
Scenario 1 5% 125 bps +1%  $ 4
Scenario 2 , -10% -25.0 bps +2% 13
Scenario 3 -20% -50.0 bps +4% (49

Annuity Hedge Perforntance by Benefit Feature

A comparison of the costs of our guaranteed benefit fearures of our variable annuity products, net of the impacts of our hedge
petrformance, related amortization of DAC, VOBA, DSI and DFEL and income taxes (i.e., earnings impact} by benefit feature (in
millions} was as follows:

For the Years Ended December 31, Change Over Prior Year

2007 2006 2005 2007 2006
GLB $ (306} $ €] S (2) NM -100%
GMDB ® 1 1 2 0% -50%
Total $ (35 & 3 S } NM NM

& Our reserves related to our guaranteed minimum death benefits (“GMDB”} are not accounted for as derivatives, and because
of this, the quartetly changes in values for our GMDB teserves and the hedging contracts may not offset each other.

NM - Not Meaningful
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For additional information on our hedging results, see our discussion in “Individual Markets - Annuides - Benefits” below,
S&>P 500 Index® Benefits

We also have in place a hedging program for our indexed annuities and indexed UL. These contracts permit the holder to elect a
fixed interest rate return or a return where interest credited to the contracts is linked to the performance of the S&P 500 Index®.
Contract holders may elect to rebalance among the various accounts within the product at renewal dates, either annually or
biannually. At the end of each I-year or 2-year indexed term we have the opportunity to re-price the indexed component by
establishing different caps, spreads or specified rates, subject to contractual guarantees. We purchase options that are highly
correlated to the portfolio allocation decisions of our contract holders, such that we are economically hedged with respect 1o equity
returns for the current reset period. The mark-to-market of the options held impacts net investment income and generally offsets
the change in value of the embedded derivative within the indexed annuity, which is recorded as a component of interest credited
to contract holders. SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activides” (“SFAS 133”), requires that
we calculate fair values of index options we may purchase in the future to hedge contract holder index allocations in furure reset
periods. These fair values represent an estimate of the cost of the optons we will purchase in the future, discounted back to the
date of the balance sheet, using current market indicators of voladlity and interest rates. Changes in the fair values of these
liabilides are included as a component of interest credited to contract holders.

Future Contract Benefits and Other Contract Holder Obligations
Reserves

Reserves are the amounts that, with the additonal premiums to be received and interest thereon compounded annually at certain
assumed rates, are calculated to be sufficient to meet the various policy and contract obligations as they mature. Establishing
adequate reserves for our obligations to contract holders requires assumptions to be made regarding mortality and morbidity. The
applicable insurance laws under which insurance companies operate require that they report, as hiabilities, policy reserves 1o meet
future obligations on their outstanding contracts. These laws specify that the reserves shall not be less than reserves calculated
using cerain specified morrality and morbidity tables, interest rates, and methods of valuation.

The reserves reported in our financial statements contained herein are calculated in accordance with GAAP and differ from those
specified by the laws of the various states and carried in the statutory financial statements of the life insurance subsidiaries. These
differences arise from the use of mortality and morbidity rables, interest, persistency and other assumptions that we believe to be
more representative of the expected experience for these contracts than those required for statutory accounting purposes and from
differences in actuarial reserving methods. For example, in September 2006, the National Association of Insurance Commissioners
(“NAIC”) adopted a revision, often referred to as the “interim solution,” to AXXX, the statutory reserve requirements for UL
products with secondary guarantees, which impacts such business written after the effective date of January 1, 2007. There was no
impact to GAAP reserves or results of operadons as a result of AXXX.

The assumptions on which reserves are based are intended to represent an esimation of experence for the period that policy
benefits are payable. If actual experience is better than or equal to the assumptons, then reserves should be adequarte to provide
for futurc benefits and expenses. If experience is worse than the assumptions, additional reserves may be required. This would
result in a charge to our net income during the period the increase in reserves occurred. The key experience assumptions include
mormality rates, policy persistency and interest rates. We periodically review our experience and update ous policy reserves for new
issues and reserve for ali claims incurred, as we believe appropriate.

GMDB

The reserves related 1o the GMIDB features available in our variable annuity products are based on the application of a benefir ratio
to total assessments related to the variable annuitics. The level and direction of the change in reserves will vary over tme based on
the emergence of the benefir ratio (which is based on both historical and projected future level of benefits) and the level of
assessments (both historical and projected) associated with the variable annuiry.

We wiilize a delta hedging strategy for variable annuity products with a GMDB fearure, which uses futures on U.S.-based equity
market indices to hedge against movements in equity markets. The hedging strategy is designed such that changes in the value of
the hedge contracts move in the opposite direction of equity market driven changes in the reserve for GMDB contracts subject to
the hedging strategy. Because the GMDB reserves are based upon projected long-term equity market return assumprions, and
since the value of the hedging contracts will reflect current capital market conditions, the quarrerly changes in values for the
GMDB reserves and the hedging contracts may not offset each other on an exact basis. Despite these short-term fluctuations in
values, we intend to continue to hedge our long-term GMDB exposure in order to mitigate the risk associated with falling equity
markets. Account balances covered in this hedging program, which excludes the Alliance mutual fund business, combined with
account balances for which there is no death benefit represent approximately 94% of total variable annuity account balances.
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Deferred Gain on Sale of the Reinsurance Segment

In 2001, we sold our reinsurance operation to Swiss Re Life & Health America Inc. (“Swiss Re”). The transaction involved a series
of indemnity rcinsurance transactions combined with the sale of certain stock companies that comprised our reinsurance operation,
The gain related to the indemniry reinsurance transactions was recorded as deferred gain in the lability section of our Consolidated
Balance Sheets in accordance with the requirements of SFAS No. 113, “Accountng and Reporting for Reinsurance of Short-
Duration and Long-Duraton Contracts” (“SFAS 113"). The deferred gain is being amortized into income at the rare that earnings
on the reinsured business are expected to emerge, over a pericd of 15 years. In addidon, because we have not been relieved of our
legal liabilities to the underlying ceding companies with respect to the portion of the business indemnity reinsured by Swiss Re,
under SFAS 113, the reserves for the undetlying reinsurance contracts as well as a corresponding reinsurance recoverable from
Swiss Re will continue to be carried on our Consolidated Balance Sheets during the run-off perod of the underlying reinsurance
business. This is particularly relevant in the case of the exited personal accident reinsurance lines of business where the underlying
reserves are based upon various estimates that are subject to considerable uncertainty.

Because of ongoing uncertainty related 10 personal accident business, the reserves related to these exited business lines cartied on
our Consolidated Balance Sheets as of December 31, 2007, may uldmately prove to be either excessive or deficient. For instance,
in the event that futute developments indicate that these reserves should be increased, we would record a current period non-cash
charge to record the increase in reserves. Because Swiss Re is responsible for paying the underlying claims to the ceding
companies, we would record a corresponding increasc in reinsurance recoverable from Swiss Re. However, SFAS 113 does not
permit us to take the full benefit in earnings for the recording of the increase in the reinsurance recoverable in the period of the
change. Rather, we would increase the deferred gain recognized upon the closing of the indemniry reinsurance transaction with
Swiss Re and would report a cunulative amortization “catch-up” adjustment to the deferred gain balance as increased earnings
recognized in the period of change. Any amount of additional increase to the deferred gain above the cumulative amortization
“carch-up” adjustment must continue to be deferred and will be amortized into income in future periods over the remaining period
of expected run-off of the underlying business. No cash would be transferred between Swiss Re and us as a result of these
developments. -

Pension and Other Postretirement Benefit Plans

Pursuant to the accounting rules for our obligations to employees under our various pension and other postretirement benefit
plans, we are required to make a number of assumptoens to estimate related liabilides and expenses. We use assumprions for the
weighted-average discount rate, expected return on plan assets and a salary increase assumption to estimate pension expense. The
discount rate assumptions are determined using an analysis of current market information and the projected benefit flows
associated with these plans. The expected long-term rate of return on plan assets is initially established at the beginning of the plan
ycar based on historical and projected future rates of return and is the average rate of earnings expected on the funds invesred or to
be invested in the plan. The calculadon of our accumutated postretirement benefit obligation also uses an assumption of weighted-
average annual rate of increase in the per capita cost of covered benefits, which reflects a health care cost trend rate. See Note 16
for more informaton on our accounting for employee benefit plans.

Contingencies

Management establishes separate reserves for each contingent matrer when it is deemed probable and can be reasonably estimated.
The outcomes of contingencies, which relate to corporate litigation and regulatory matters, are inherently difficult to predict, and
the reserves that have been established for the estimated settlement are subject to significant changes. It is possible thar the
ultimate cost to LNC including the tax-deductibility of payments could exceed the reserve by an amount that would have a material
adverse effect on our consolidated results of operations or cash flows in a particular quartetly or annual pefod. See Note 13 for
more information on our contingencies.

Stock-Based Incentive Compensation

Determining the fair value of stock options at the grant date requires judgment including estimates for the average risk-free interest
rate, expected volatility, expected exercise behavior, expected dividend yield, and expected forfeirures. If any of those assumptions
differ significantly from actual, stock-based compensation expense could be impacted, which could have a material effect on our
consolidated results of operations in a pardeular quarterly or annual period. See Note 17 for more information on our stock-based
incentive compensadon plans.

Income Taxes

Management uses certain assumptions and estimates in determining the income taxes payable or refundable for the current year,
the deferred income tax liabilities and assets for items recognized differently in its financial statements from amounts shown on its
income tax returns, and the federal income tax expense. Determining these amounts requires analysis and interpretation of current
tax laws and reguladons. Management exercises considerable judgment in evaluating the amount and timing of recognition of the
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resulting income tax liabilitics and assets. These judgments and estimates are re-evaluated on a continual basis as regulatory and
business factors change.

Changes to the Internal Revenue Code, administrative rulings or court decisions could increase our effective tax rate. In this
regard, on August 16, 2007, the Internal Revenue Service (“IRS™) issued a revenue ruling which purports, among other things, to
modify the calculation of separate account deduction for dividends received by life insurance companies. Subsequently, the IRS
issued another revenue ruling that suspended the August 16 ruling and announced a new regulation project on the issue. The
current separate account deduction for dividends calculation lowered the eff(.cuve tax rate by approximately 4% for the year ended
December 31, 2007.

We adopted FASB Interpretation (“FIN”} No. 48, “Accountng for Uncertainty in Income Taxes - an interpretation of FASB
Statement 109 (“FIN 487} effecdve January 1, 2007, and recorded an increasce in the liability for unrecognized tax benefits of §15
million in our Consolidared Balance Sheets, offsct by a reduction to the beginning balance of retained earnings with no impact on
net income. FIN 48 cstablished critetia for recognizing or continuing to recognize only more-likely-than-not tax positions, which
may result in federal income tax expense volatlity in future periods. While we believe we have adequately provided for all tax
positions, amounts asserted by raxing authorities could be greater than our accrued posirion. Accordingly, additional provisions on
federal and foreign tax-related matters could be recorded in the future as revised estmates are made or the underlying matrers are
settled or otherwise resolved. For a derailed discussion of FIN 48, see Nores 2 and 6.

Impact of Equity Market Sensitivity

Due to the use of out RTM process and our hedging steategies as described in “Critical Accounting Policies and Estimates™ above,
we expect that in general, short-term fluctuations in the equity markers should not have a significant impact on our quarterly
earnings from unlocking of assumptons for DAC, VOBA, DSI and DFEL, as we do not unlock our long-term equity market
assumptions based upon short-term fluctuations in the equity markets. However, there is an impact to earnings from the effeces of
equity market movements on account values and assers under management and the relared assct-based fees we earn on those assets
ner of related expenses we incur based upon the level of assets. The table below presents our estimate of the annual, after-tax,
after-DAC, impact on income from operadons, from a 1% change in the equity markers (in millions), excluding any impact refated
to sales, prospective and retrospective unlocking, persistency, hedge program performance or customer behavior caused by the
equity market change.

Impact per

Segment Relevant Measure 1% Change
Investment Management Composite of Equity Assets o $ 2
Individual Markets - Annuitics Average daily change in the S&P 500 4
Employer Markets - Defined Contribution Average daily change in the S&P 500 1

Lincoln UK Averape daily change in the FTSE 100 -

) The estimated annual after-tax effect on advisory fees noted above is based on a 1% increase in overall Investment
Management equity-based assets. The Investment Management segment manages cquity-based assets of varying styles
(growth, value, blend and international) and underlying products (mutual funds, institutional accounts, insurance separate
accounts, etc.). No single equity benchmark is an accurate predictor of the change in fee revenue for this segment.

The carnings impact summarized above is an expected annual effect. The result of the above factor should be muldplied by 25%
10 arrive at an estimated quarterly effect. The effect of quarterly equity market changes upon fee revenues and asset-based
expenses will not be fully recognized in the current quarter due to the fact that fee revenues are carned and related expenses are
incurred based upon daily variable account values. The difference between the current period average daily variable account values
compared to the end of period variable account values impacts fee revenues in subsequent periods. This discussion concerning the
estimated effects of ongoing equity market volatility on the fees we carn from account values and assets under management is
intended ro be illustrative. Acrual effects may vary depending on a variety of factors, many of which are outside of our control,
such as changing customer behaviors that might result in changes in the mix of our business between variable and fixed annuity
contracts, switching between investment alternatives available within variable products, changes in sales producdon tevels or
changcs in policy persistency. For purposes of this guidance, the change in account values is 2ssumed to correlate with the change
in the relevant index. See *“Item 7A. Quantitative and Qualitatve Disclosures About I\larkct Risk - Fee Revenues” for addidonal
information of the effect of cquity markets on fee revenues.
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Acquisition and Dispositions
Acquisition

On April 3, 2006, Jefferson-Pilot, a financial services and broadcasting holding company, merged with and into one of our wholly
owned subsidiaries. Through its subsidiaries, Jefferson-Pilot provided products and services in four major businesses: (1) life
insurance; (2) annuitics and investment products; (3) group life, disability and dental insurance; and (4) broadcastng and sports
programming production and distribudon. This merger increased our distributdon breadth through retail distribution channels and
increased our capirtal position to support growth. This acquisition was accounted for using the purchase method of accounting,
and, beginning on April 3, 2000, cur consolidated financial statements include the results of operadons and financial conditon of
Jefferson-Pilot, after being adjusted for the effects of purchase accountng,

The following summarizes the fair value of certain assees acquired and liabilides assumed (in millions) as of the acquisition date:

Fair Value Acquired as of the Acquisition Date

Identifiable
Intangible Contract
Investments VOBA Goodwill Assets Liabilities
Business Segments
Individual Markets:
Life Insurance $ 11,896 $ 1,767 $ 1,346 g 100 g 11,636
Annuides 9,767 460 1,002 - 9,399
Total Individual Matkerts - 21,663 2,227 2,348 100 21,035
Employer Markets:
Retirement Products - Executive Benefits 2,964 o143 - - 2,804
Group Protectdon 1,790 116 274 - 1,179
Total Employer Markets 4,754 259 274 - 3,983
Lincoln Financial Media (former segment) - - 702 670 -
Other Operations 1,493 - - - 1,623

§ 27,910 § 2,486 $ 3324 $ 770 § 20,641

For addidonal information, see Note 3.
Dispositions
Media Business

On June 7, 2007, we announced plans to explore strategic optons for our former business segment, Lincoln Financial Media.
During the fourth quarter 2007, we decided to divest our television and Charlotte radio broadcasting and sports programming
businesses, and, on November 12, 2007, we signed agreements to sell them. Accordingly, we have reported the results of these
businesses as discontinued operations on our Consolidated Statements of Income and the assets and lizbilities as held for sale on
our Consolidated Balance Sheets for all periods presented. We continue to actively manage our investment in our remaining radio
clusters to maximize station performance and furure vatuation, which are now being reported within Other Operations. For
additional informadon, sce “Trern 1. Business” and Note 3.

The proceeds from the sale of the above media properties are expected to be used for repurchase of shares, repayment of debt and
other strategic inidatives. In addition 1o the cash proceeds, this sale will affect the ongoing dividends from Lincoln Financial Media
Company to the holding company, which totaled $44 million in 2007. The annual operating dividends are expected to be
approximately $18 million, though 2008 may be slighdy higher due to cash flow from discontinued operadons prior to the closings
on the sales of those properties. In addition, net income will be lower by approximately $7 million per quarter.
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The results of operations of these businesses have been reclassified into income from discontinued operations for all periods
presented on the Consolidated Statements of Income. The amounts (in millions) related to operations of these businesses,
included in income from discondnued operations, were as follows:

For the Years Ended December 31, Charg Over Prior Year

2007 2006 2005 2007 2006

Discontinued Operations Before Disposal
Communications revenues, net of agency

commissions $ 144 $ 101 ) - 43% NM

Income from discontnued operations before

disposal, before federal income taxes $ 46 $ 33 §

- 39% NM
Federal income taxes 16 12 - 33% NM
Income from discontinued operations
before disposal 30 21 - 43% NM
Disposal
Gain on disposal 57 - - NM NM
Federal income taxes 193 - - NM NM
Loss on disposal (136) - - NM NM
Income (loss) from discontinued operations $ (106 3 21 3 - NM NM

The tax rate associated with the gain on disposal differs significantly from the amount computed by applying our U.S. federal

income tax rate of 35% due primarly to the increase in taxable gain associated with the recognition of $363 million in basis
difference attributable to goodwill.

Fixed Income Investment Management Business

During the fourth guarter of 2007, we sold certain institutional taxable fixed income business to an unaffiliated investment
management company. Investment Management transferred $12.3 billion of assets under management as part of this transaction.
Based upon the assets transferred as of QOctober 31, 2007, the purchase price is expected to be no more than $49 million. We

expect this transaction to decrease income from operations, relative to 2007, by approximately $3 million, after-tax, per quarter in
2008.

During the fourth quarter, we received $25 million of the purchase price, with additonal scheduled payments over the next three
years., We recorded an after-tax realized loss of $2 million on our Consolidated Statements of Income as a result of goodwill we
attributed to this business. There were certain other pipeline accounts in process at the time of the transaction closing, and any
adjustment to the purchase price, if necessary, will be determined at October 31, 2008,

Investment Management manages approximately §94.0 billion of fixed income assets with a team of 100 fixed income investment

professionals. The transaction did not impact the fixed income ream thar manages our fixed income mutual funds or general
ACCOUNt assets.
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RESULTS OF CONSOLIDATED OPERATIONS

Net Income

Details underlying the consolidated results and assets under management (in millions) were as follows:

Insurance premiums
Insurance fees
Investment advisory fees
Net investment incotne
Realized loss
Amortizadon of deferred pain on indemnity
reinsurance
Other revenues and fees
Total revenues
Intetest credited
Benefits
Underwriting, acquisition, insurance and
other expenses
Interest and debt expenses
Tortal benefits and expenses
Income from continuing operatons before taxes
Federal income taxes
Income from continuing operatons
Income (loss) from discontnued operatons,
net of federal income taxes
Net income

Revenues
Operating revenues:
Individual Markets:
Annuities
Life Insurance
Total Individual Markets
Employer Markets:
Retirement Products
Group Protection
Total Employer Markets
Investment Management
Lincoln UK
Other Operations
Realized loss
Amortization of deferred gain on indemnity
reinsurance related to reserve developments
Total revenues

For the Years Ended December 31,

Change Over Prior Year

2007 2006 2005 2007 2006
F 1945 $ 1,406 ) 308 38% NM
3,254 2,604 1,752 25% 49%
360 328 256 10% 28%
4,384 3,981 2,702 10% 47%
(118) {3) (3 NM 0%
83 76 77 9% -1%
686 570 383 20% 49%
10,594 8,962 5,475 18% 64%
2454 2,259 1,526 9% 48%
2,098 1,911 806 41% 137%
3.284 2,790 1,981 18% 41%
284 224 87 27% 157%
8,720 7,184 4,400 21% 63%
1,874 1,778 1,075 5% 65%
553 483 244 14% 98%
1,321 1,295 831 2% 56%
(106} 21 - NM NM
§ 1,215 $ 1316 $ 831 -8% 58%
For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006
5 2,600 § 2161 § 1422 20% 52%
3,921 . 3,256 1,911 20% 70%
6,521 5,417 3,333 20% 63%
1,441 1,360 1,175 % 16%
1,500 1,032 - 45% NM
2,941 2,392 1,175 23% 104%
590 564 475 5% 19%
370 308 318 20% -3%
281 283 175 -1% 62%
(118) 3 (3} NM 0%
9 1 2 NM -50%
$ 10,594 3 8962 $ 5475 18% 64%
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Net Income
Operating income:
Individual Markets:
Annuities
Life Insurance
Total Individual Markets
Employer Markets:
Retirement Products
Group Protecoon
Total Employer Markets
Investment Management
Lincoln UK
Other Operations
Realized loss
Early extinguishment of debt
Resetve development, net of related amortization
on business sold through indemnity reinsurance
Income from continuing operations
Income (loss) from discontinued operations
Net income

Deposits
Individual Markets:
Annuites
Life Insurance
Employer Matkets:
Retirement Products - Defined Contribution
Retirement Products - Execudve Benefits
Investment Management
Consolidating adjustments ®
Total deposits

Net Flows
Individual Markets:
Annuides
Life Insurance
Employer Markets:
Retirement Products - Defined Contribudon
Redrement Products - Executive Benefits
Investment Management
Consolidatng adjustments o
Total net flows

For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006
$ 448 $ 409 $ 252 10% 62%
675 496 260 36% 91%
1,123 905 512 24% 7%
235 253 207 -7% 22%
114 99 - 15% NM
349 352 207 -1% 70%
76 55 17 38% 224%
46 39 43 18% -9%
{184) {53) 54 NM NM
(82) (D (2 NM 50%
- 1) - 100% NM
) 1 - NM NM
1,321 1,295 831 2% 56%
{106} 21 - NM NM
§ 1,215 $ 1316 $ 831 -8% 58%
For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006
$ 13,457 § 10,756 $ 7,528 25% 43%
4,110 3,365 2,031 22% 60%
5,550 4,585 4,403 21% 4%
303 267 210 13% 27%
23,752 28,094 31,404 -15% -11%
(4,015) (3,838) {3,465) -5% -11%
$ 43,157 $ 43229 $ 42111 0% 3%
$ 4991 § 2665 § 2,879 87% 1%
2,663 2,023 1,195 32% 69%
337 342 420 -1% -19%
a7 57 162 NM -65%
{1,372) 9,308 15,220 NM -38%
819 114 174 NM -34%
$ 7421 $ 14,569 $ 20,050 -49% 27%

M Consolidating adjustments represent the eliminadon of deposits and net flows on products affecting more than one segment.
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For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006

Assets Under Management by Advisor
Investment Management:

External assets $ 75,657 $ 83557 $ 04,802 -9% 29%

Inter-segment assets 77,117 81,186 55,917 -5% 45%
Lincoln UK 8,850 8,757 7,320 1% 20%
Policy loans 2,835 2,760 1,862 3% 48%
Assets administered through unaffiliated

third parties 72,216 57,263 41,854 20% 37%

Total assets under management $ 236,675 $ 233,523 $ 171,755 1% 36%

Comparison of 2007 to 2006

Net income decreased due primarily to the following:

® ‘Write-downs for other-than-temporary impairments on our available-for-sale securites attributable primarily to unfavorable
changes in credit quality and interest rates; :

*  Increases 1o benefits from the costs of our guaranteed benefit features of out variable products due 1o significant equity
market volatlity coupled with decreases in interest rates and only pardally offset by our hedge program, and higher death
claims;

e The loss on dispositon of our discontinued operations;

¢ Increase to underwritng, acquisidon, insurance and other expenses due to an increase in broker-dealer expenses, driven by
higher sales and legal expenses;

*  Anincrease in the effective tax rate attributable to a $33 million favorable tax adjustment during the third quarter of 2006
related primarily to the Individual Markets - Annuides segment dividends-received deduction (“DRD”) true-up to the 2005 tax
return;

& The impact of adjustments during the second quarter of 2007 resulting from account value adjustments for certain of our life
insurance policies and modifying the accoundng for certain of out life insurance policies; and

o  The adoption of SOP 05-1 on January 1, 2007, which increased DAC and VOBA amortzation, net of deferrals by
approximately $11 million.

The decrease in net income was partally offset by the following:

o Including the results of operations from Jefferson-Pilot for twelve months in 2007 compared to only nine months in 2006;

*  Growth in insurance fees driven by increases in life insurance in force as a result of new sales and favorable petsistency along
with increases in variable account values from favorable equity markets and positive net flows;

*  Growth in insurance premiums driven by increases in our Employer Markets — Group Protection non-medical group business
in force as a result of new sales and favorable persistency;

s Higher investment income from stronger results from our alternative investments and growth in fixed account values,
including fixed portion of varable, driven by positive net flows and favorable equity markets;

s A $32 million increase atrriburtable to a $12 million favorable prospective unlocking (a $28 million increase from assumption
changes net of a $16 million decrease from model refinements) of DAC, VOBA, DS, DFEL and reserves for annuity and life
insurance products with certain guarantees for 2007 compared to a $20 mallion unfavorable prospective unlocking (an $18
million decrease from assumption changes and a $2 million decrease from model refinements) for 2006; and

®  Growth in investment advisory fees driven by higher external average assets under management and favorable equity markets.
Comparison of 2006 to 2005

Net income increased due primarily to the following:

¢ Including the results of operations from Jefferson-Pilot for nine months in 2006;
¢  Growth in insurance fees driven by increases in variable account values from favorable equity markets and positve net flows;

¢ Higher investment income from stronger results from our alternative investments and growth in fixed business account values,
including the fixed portion of variable, driven by positive net flows and favorable equity markets. The increase was from our
individual life insurance business which offset negatve net flows in our individual fixed annuities business;
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®  Anincrease in investment advisory fees as our average assets under management grew driven by positive net flows, favorable

equity markets as well as chanpes in product mix; and
s A decline in the effective federal tax rate attributable to a favorable tax adjustment in 2006 related to the DRD.

These increases were partally offsct by the following:

* A $71 million decrease attributable to a $20¢ million unfavorable prospective unlocking of DAC, VOBA, DSI, DFEL and

reserves for annuity and life insurance products with cerrain guarantees for 2006, discussed above, compared to a $51 million

favorable prospective unlocking for 2005 primarily from assumpdon changes; and

¢ A $31 million decrease due to higher employee incentive compensation expenses atrributable 1o favorable 2006 performance.

The foregoing items are discussed in further detail in results of operations by segment discussions below.

RESULTS OF INDIVIDUAL MARKETS

The Individual Markets business provides its products through two segments: Annuities and Life Insurance. Through its Annuities
segment, Individual Markets provides tax-deferred investment growth and lifethme income opportunides for s clients by offedng
individual fixed annuities, including indexed annuities, and variable annuides. The Life Insurance segment offers wealth protection
and transfer oppottunities through rerm insurance, a linked-benefit product (which is a UL palicy linked with riders that provide

for long-term care costs) and both single and survivorship versions of UL and VUL

For factors that could cause actual results to differ materially from those set forth in this section, see “Trem 1A. Risk Factors™ and
“Forward-Looking Statements - Cautionary Language” above.

Income from Operations

Individual Markets — Annuities

Details underlying the resules for Individual Markets — Annuides (in millions) were as follows:

Operating Revenues
Insurance premmiums
Insurance fees
Net investment income
Other revenues and fecs

Total operating revenues
Operating Expenses
Interest credited
Benefits
Underwriting, acquisition, insurance and other

expenses

Toral operating expenses
Income from operadons before taxes
Federal income taxes

[ncome from operations

Comparison of 2007 to 2006

Income from operadons for this segment increased due primarily to the following:

For the Years Ended December 31,

Change QOver Prior Year

2007 2006 2005 2007 2006

$ 119 47 37 153% 27%
1,062 790 579 34% 36%
1,040 1,039 614 0% 69%
379 285 192 33% 48%
2,600 2,161 1,422 20% 52%
678 690 393 2% 76%
308 97 94 218% 3%
1,027 870 614 18% 42%
2,013 1,657 1,101 21% 50%
587 504 321 16% 57%
139 95 69 46% 38%

§ 448 409 252 10% 62%

» Including the results of operations from Jefferson-Pilot for twelve months in 2007 compared to only nine months in 2006;

*  Growth in insurance fees driven by increases in variable annuity account values from favorable cquity markets and positive net

flows; and
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¢ A 36 million increase attributable to an $8 million favorable prospective unlocking (a $14 million increase from assumption
changes net of a $6 million decrease from model refinements) of DAC, VOBA, DSI, DFEL and reserves for annuity products
with certain guarantees for 2007 compared to a $2 million favorable prospectve unlocking from assumption changes for 2006.

The increase in income from operations was partally offset by the following:

e Increases to benefits from the costs of our guaranteed benefit features of our variable annuity products due to significant
equity market voladlity coupled with decreases in interest rates and only partially offset by the results of our hedge program;

* Increase to underwriting, acquisition, insurance and other expenses due to an increase in our broker-dealer expenses, driven by
higher sales and legal expenses;

»  The adoption of SOP 05-1 on January 1, 2007, which increased DAC and VOBA amortization, net of deferrals, by
approximately 36 million; and

s Anincrease in the effective tax rate avriburable to a favorable tax adjustment during the third quarter of 2006 related 1o the
segment’s DRD.

Comparison of 2006 to 2005

Income from operatons for this segment increased due primarily to the following:

e Including the results of operations from Jefferson-Pilot for nine months in 2006;

s  Growth in insurance fees driven by increases in variable annuity account values from favorable equity markets and positive net
flows; and

¢ A decline in the effective federal tax rate attributable to a favorable tax adjustment in 2000 related to the DRD.

The foregoing items are discussed further below, except for the increases resulting from including the revenues and expenses of
Jefferson-Pilot starting with the second quarter of 2006.

Insurance Fees

Details underlying insurance fees, account values and net flows (in millions) were as follows:

For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006
Insurance Fees
Mortality, expense and other assessments $ 1,055 § 784 3 581 35% 35%
Surrender charges 39 35 20 11% 75%
DFEL:
Deferrals (45) (40) (36) -13% 1%
Amortization, excluding unlocking 15 15 13 0% 15%
Prospective unlocking ) (3 1 67% NM
Retrospective unlocking o) (1 - 0% NM
Total insurance fees § 1,062 g 790 § 579 34% 36%
As of December 31, Change Over Prior Year
2007 2006 2005 2007 2006
Account Values
Variable portion of variable annuities $ 58,643 $ 48,169 $ 37,654 22% 28%
Fixed portion of varable annuittes 3,470 3613 3,922 -4% -8%
Total variable annuities 62,113 51,782 41,576 20% 25%
Fixed annuities, including indexed 14,352 14,932 6,918 -4% 116%
Fixed annuities ceded to reinsurers (1,352) (1,812) {2,232} 25% 19%
Total fixed annuities 13,000 13,120 4,686 -1% 180%
Total annuides $ 75113 § 64,902 $ 46,262 16% 40%




For the Years Ended December 31, Change Over Prior Year

2007 2006 2005 2007 2006
Averages ‘
Daily vatiable account values $ 54,210 $ 42,359 $ 33,255 _ 28% 27%
Daily S&P 500 Index® 1,476.71 1,310.58 1,207.41 13% 9%
For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 . 2006
Net Flows
Vatiable pordon of vanable annuity deposits § 9,135 § 7,251 $ 5539 26% 31%
Vanable portion of vanable anmuity withdrawals {5,089 {4,080 (3,240) -25% -26%
Vatiable portion of vatiable annuity net flows 4,046 3,171 2,299 28% 38%
Iixed portion of variable annuity deposits 2,795 2,090 1,871 34% 12%
Fixed portion of variable annuity withdrawals - (644 (697) {634) 8% -10%
Fixed porton of variable annuity net flows 2,151 1,393 1,237 C54% 13%
Total variable annuity depésits 11,930 9,341 7,410 28% 26%
Tortal variable annuity withdrawals {5,733) (4,777 (3,874 . -20% -23%
Total variable annuity net flows 6,197 4,564 3,536 36% 29%
Fixed indexed annuity deposits 755 717 , - 5% NM
Fixed indexed annuity withdrawals (245) (175) - -40% NM
Fixed indexed annuity nert flows 510 542 - -6% NM
Other fixed annuity deposits 772 698 118 11% NM
Other fixed annuity withdrawals (2,488) (3,139 {775) 21% NM
Other fixed annuity net flows {1,716) (2,441) {657) 30% NM
Total annuity deposits 13,457 10,756 7,528 25% 43%
Total annuity withdrawals (8,466) (8,091) {4,649) -5% -74%
Total annuity net flows - $ 499 $ 2,665 $§ 2879 87% -T%

Insurance fees include charges on both our variable and fixed annuity products. We charge contract holders with mortality and
expense assessments on variable annuity accounts to cover insurance and administrative expenses. These assessments are a
function of the rates priced into the product and the average daily variable account values. Average daily account values are driven
by net flows and equity markets. Qur elective riders for guarantees that we offer such as GMDB, GMWB and GIB have addidonal
assessment charges associated with them. Therefore, changes in account values with these riders impact our average assessment
rates. In addition, for our fixed annuity contracts and for some variable contracts, we collect surrender charges when contract
holders surrender their contracts during their surrender charge periods, to protect us from premature withdrawals.

New deposits are an important component of our effort to grow the annuity business. Although deposits do not significandy
impact current period income from operations, they are an important indicator of future profitability.

The other component of net flows relates to the retention of the business. One of the key assumptons in pricing a product is the
account persistency, which we refer to as the lapse rate. The lapse rate compares the amount of withdrawals to the retained
account values.

Comparison of 2007 to 2006

Expense assessments grew due to an increase in average variable annuity account values and an increase in average expense
assessment rates driven primarily by the increase in account values with elective variable annuity guarantee riders, such as GMDB,
GMWB and GIB, that have incremental expense assessment charges associated with them. The increase in account values reflects
cumulative positive net flows and improvement in the equity markets between periods.

In the past several years, we have concentrated our efforts on expanding both product and distribution breadth. Annuity deposits
increased as a result of continued strong sales of products with the Linco/n SmartSecarity® Advantage, _ALATER® Advantage and
HLIFE® Advantage elective riders and the expansion of the wholesaling force in LFD.

Overall lapse rates for 2007 were 10% compared to 12% for 2006.
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Comparison of 2006 te 2005
Expense assessments grew due to an increase in average variable annuity account values and an increase in average expensc
assessment rates driven primarily by the increase in account values with elective guarantee riders. The increase in account values

teflects cumuladve positve net flows and improvement in the equity markets between periods.

The growth in individuai variable annuity deposits was primarily a result of continued strong sales of products with the Lino/n
SmartSecurity® Advantage and #4LIFE® Advantage features and the expansion of the wholesaling force in LFD.

The growth in annuity deposits was partially offset by the increase in overall lapse rate of 12% in 2006 compared to 9% in 2005.
Net Investment Income and Interest Credited

Details underlying net investment income, interest credited (in millions) and our interest rate spread were as follows:

For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006

Net Investment Income
Fixed maturity securities, mortgage loans on real

estate and other, net of investment expenses . 018 % 866 $ 562 4% 58%
Change in call option market value M 6 62 - -90% NM
Commercial mortgage loan prepayment and bond

makewhole premiums @ 9 7 4 29% 75%
Alternative investments © - 3 - -100% NM
Surplus investments _ 101 81 46 25% 76%
Internal default charges © - ) - 100% NM
Broker-dealer 6 4 2 50% 100%

Total net investment income § 1,040 £ 1,039 $ 614 0% 69%

Interest Credited
Amount provided to contract holders $ 747 $ 691 $ 437 8% 58%
Change in indexed annuity contract liabilites

market value 1 59 - -98% NM
SFAS 133 forward-starting option @ 22 4 - NM NM
Opening balance sheet adjustment @ G - - NM NM
DSI deferrals {116) (86) (6 -35% -43%

Interest credited before DSI amortizaton 650 668 377 -3% 77%
D8] amoruzation:

Excluding unlocking 30 26 19 15% I37%

Prospectve unlocking (1) ) @ 0% 50%

Retrospective unlocking {1) 3 (D 67% NM

Toual interest credited $ 678 $ 690 $ 393 -2% 76%

)  The change in the call option market value in net investment income largely offsets the change in interest credited caused by
fluctuations in the value of our indexed annuity contract liabilities.

@  See “Consolidated Investments - Commercial Mortgage Loan Prepayment and Bond Makewhole Premiums” below for
additdonal information.

®  See “Consolidated Investments - Alternative Investments” below for additional information.

&) Represents net investment income on the required statutory surplus for this segment.

6 See “Results of Other Operations” below for information on this methodology discontinued in the third quarter of 2006.

®  SFAS 133 requires that we calculate the fair values of index call options we may purchase in the future to hedge contract
holder index allocations applicable to future reset periods, which we refer to as the SFAS 133 forward-srarting option liability.
This liability represents an estimate of the cost of the options we may purchase in the future less expected charges to contrace
holders, discounted back to the date of the balance sheet, using current market indicators of volanlity and interest rates, The
amount reported in this table represents the change in the fair values of this liability, which results in volatlity in interest
credited. The interest rate assumption used in discounting this lability within the fair value calculation is the primary driver of
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the change in value.
M Net adjusrment to the opening balance sheet of Jefferson-Pilot finalized in the first quarter of 2007.

Basis Point Change

For the Years Ended December 31, Over Prior Year
2007 2006 2005 2007 2006
Interest Rate Spread
Fixed maturity secutides, mortgage loans on real
estate and other, net of investment expenses 577% 5.76% 5.72% 1 4
Commercial mortgage loan prepayment and
bond makewhole premiums 0.06% 0.05% 0.04% 1 1
Alternative investments 0.00% 0.02% 0.00% (2 2
Internal default charges 0.00% -0.03% 0.00% 3 (3
Ner investment income yield on reserves 5.83% 5.80% 5.76% 3 4
Amount provided to contract holders 3.74% 3.82% 3.94% (8 (12)
SFAS 133 forward-starting option 0.13% 0.02% 0.00% 11 2
Opening balance sheet adjustment -0.02% 0.00% 0.00% ) -
Inrerest rate credited to contract holders 3.85% 3.84% 3.94% 1 (10
Interest rate spread 1.98% 1.96% 1.82% 2 14
For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006
Average invested assets on reserves $ 16,188 $ 15,551 $§ 9834 4% 58%
Average fixed account values, including the
fixed porton of vanable 17,560 16,525 10,243 6% 61%
Net flows for fixed annuides, including the
fised portion of variable 945 {506) 580 287% NM

A portion of our investment income carned is credited to the contract holders of ourt fixed annuity products, including the fixed
portion of variable annuity contracts. We expect to earn a spread between what we earn on the underlying general account
investments supporring the fixed annuity product line, including the fixed portion of variable annuity contracts, and what we credit
to our fixed annuity contract holders’ accounts, including the fixed portion of variable annuity contracts. The interest rate spread
for this segment represents the excess of the yield on invested assets on reserves over the average crediting rate. The yield on
invested assets on reserves is calculated as net investment income, excluding the amounts attributable to our surplus investments,
reverse repurchase agreement interest expense and the change in the call optdon fair value, divided by average invesred assets on
reserves. The average crediting rate is calculated as interest credited before DST amortizadon, plus the immediate annuity reserve
change (included within benefits), less the mark-to-market adjustment on the indexed business, divided by the average fixed
account values, including the fixed portion of vadable, net of coinsured account values. Fixed account values reinsured under
modified coinsurance agreements are included in account values for this caleulation. Changes in the fair value of call options,
commercial mortgage loan prepayments and bond makewhole premiums, alternative investment income, surplus investment
income, the broker-dealer and SFAS 133 forward starting options can vary significantly from period to period due to a number of
factors and therefore can provide results that are not indicatve of the underlying wrends, :

Profitability of indexed annuides is influenced by the management of derivatives to hedge the index performance of the contracts.
These contracts permit the holder to elect an interest rate retuen or an equity market component, where interest credited to the
contracts is linked to the performance of the S&P 500 Index®. Contract holders may elect to rebalance indexed options at rencwal
dates, either annually or biannually. At each renewal date, we have the opportunity to re-price the equity-indexed component by
establishing caps, spreads and participation rates, subject to guarantees,

Comparison ¢f 2007 10 2006

The growth in fixed marturity securities, mortgage loans on real estate and other net investment income was due primarily to the
increase in fixed account values, including the fixed portion of variable. The increase in interest credited provided to contract
holders was due primarily to growth in our business,

Our fixed annuity business includes products with crediting rates that are reset on an annual basis and are not subject to surrender

charges. Account values for these products were $3.4 billion as of December 31, 2007 with 32% already at their minimum

guaranteed rates. The average crediting rates for these products were approximately 52 basis points in excess of average minimum
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guaranteed rates. Our ability to retain annual reset annuities will be subject to current competitive conditions at the time interest
rates for these products reset. In addition to the separate items identified in the interest rate spread table above, the other
component of the interest rate credited to contract holders decreased due primarily to a roll-off of muld-year guarantee and annual
reset annuites with higher interest rates.

We expect to manage the effect of spreads for near-tenm operating income through a combination of rate actions and portfolio
management. Our expectation includes the assumption that there are no significant changes in net flows in or out of our fixed
accounts or other changes that may cause interest rate spreads to differ from our expectation, For information on interest rate
spreads and the interest rate risk due to falling interest rates, see “Item 7A. Quantitadve and Qualitative Disclosures About Market
Risk.”

Comparison of 2006 to 2005

The increase in interest credited provided to contract holders was pardally offset by past actions taken to lower crediting rates
commensurate with the reducdon in the overall investment yield over the preceding several years and lower fixed account values.

Benefits

Details underlying benefits (in millions) were as follows:

For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006
Benefits
Guaranteed living benefits:
Change in reserves, before unlocking 3 282 ) {61) $ 11 NM NM
Prospective unlocking (2) - 11 NM -100%
Results of hedge program {145} 62 (6 NM NM
Guaranteed death benefits:
Change in reserves, before unlocking 16 12 3 33% 300%
Results of hedge program 2 5 3 -60% 67%
Prospective unlocking 2 3 (7 167% 57%
Claims paid _ 6 6 13 0% -54%
Total guaranteed benefits 161 - 21 28 NM -25%
Other 147 76 66 93% 15%
Total benefits ' $ 308 $ 97 $ 04 218% 3%

0 Comprised primarily of changes in reserves on immediate annuity account values driven by premiums.

We have a hedge program that is designed to mitigate the risk and statement of income volatility caused by changes in equity
markets, interest rates and voladlity associated with the guaranteed benefit features of our variable annuity products, including
GMDB, GMWB and G1B riders. In the table above, we have presented the components of our guaranteed benefit results, which
can he volarile especially when sudden and significant changes in equity markets and/or interest rates occur. For additional
informadon on our guaranteed benefits, see “Critical Accounting Policies and Estimares™ zbove.

Comparison of 2007 1o 2006

The increase in benefits was due primarily to ineffectiveness of our guaranteed bencfit hedge program, as the change in reserves
and costs exceeded the impact of our hedge program, and growth in our business. The ineffectiveness was driven by volatility in
the capital markets along with a modification of the structure of some of our hedges in order to better match the sensitivides of the
embedded derivative liability going forward. In addidon, during 2007 thete were certain unhedged items, such as those related to
products we sell in New York. Although these items were not a significant component of our account value, movements in the
related embedded dervative liability during 2007 contributed to the negative impact. Starting in early 2008, the living guarantec
benefit products sold in New York are being hedged. In the fourth guarter of 2006, we implemented a new process to estimate the
fair value of the embedded derivative for our 4LIFE® Advantage GIB riders and began hedging this rider. The implementation
of this new calculation for the embedded derivative resulted in a change in the value that decreased the amount included in benefits
by $23 million for 2006 and was pardally offset by hedging losses of $6 million.

Other benefits not areriburable ro guarantees increased due primarily to growth in our business. ‘
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Comparison of 2006 to 2005

The decrease in our guaranteed benefit costs, net of the results of our hedge program, was attributable to favorable market
condidons, partdally offset by the fourth quarter 2006 changes discussed above.

Underwriting, Acquisition, Insurance and Other Expenses

Details underlying underwriting, acquisition, insurance and other expenses (in millions) were as follows:

For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006
Underwriting, Acquisition, Insurance and
Other Expenses
Commissions $ 732 $ 565 $ 384 30% 47%
General and administration expenses 33 300 271 10% 1%
Taxes, licenses and fees 22 14 10 57% 40%
Total expenses incurred, excluding
broker-dealer 1,085 879 G65 23% 32%
DAC and VOBA deferrals {774) (612) (442) -20% -38%
Total pre-broker-dealer expenses incurred,
excluding amortzatdon, net of interest 311 267 223 16% 20% .
DAC and VOBA amortization, net of interest:
Prospective unlocking (12) {1) (35) NM 97%
Rerrospective unlocking (19) (22) (18) 14% -22%
Other amortization 369 339 236 9% 44%
Broker-dealer expenses incurred:
Comrmnissions 287 202 123 42% 64%
General and administration expenses 86 80 81 8% -1%
Taxes, licenses and fees 5 5 4 0% 25%
Total underwriting, acquisition, insurance
and other expenses $ 1,027 % 870 % 614 18% 42%
DAC and VOBA deferrals
As a percentage of sales/deposits 5.8% 5.7% 5.9%

Commissions and other costs, which vary with and are related primarily to the production of new business, are deferred to the
extent recoverable and are amortized over the lives of the contracts in relation to EGPs. We have certain renewal commissions
that are based upon account values that are expensed as incurred and not deferrable and amortized. As we experence growth in
account values, our DAC and VOBA deferrals as a percentage of sales will decline.

Broker-dealer expenses, which vary with and are related 1o sales, ate expensed as incurred and not deferred and amortized. These
expenses are more than offset by increases to other income.

Comparison of 2007 to 2006

The increase in expenses incurred and DAC and VOBA amortizaton, excluding unlocking, was artributable primarily to growth in
account values from sales and favorable equity markets. In addidon, DAC and VOBA amortizaton, net of deferrals, increased by
$9 million as a result of the adopdon of SOP 05-1.

The increase in broker-dealer expenses was attriburable primarily to higher sales, incendve compensation and legal expenses. The
increase in incentive compensation was attributable to the strong sales performance, and legal expenses increased for pending
cases.

The 2007 favorable prospective unlocking (decrease to DAC and VOBA amortization} was due o favorable interest rates,
maintenance expense and lapse assumptions pardally offset by unfavorable asset-based commission assumpdons. The 2006
favorable prospective unlocking (decrease to DAC and VOBA amortization) was due to unfavorable fixed annuity lapse and
unfavorable mortality assumptions, partally offset by lowering our long-term interest rate assumption.
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Comparison of 2006 to 2005
The increase in expenses incurred and DAC and VOBA amortization, excluding unlocking, was partially ateributable 1o account
vatue growth from sales and favorable equity markets. In addition, higher employee incentive compensation expenses contributed

o the increase in general and administrative expenses.

The 2005 favorable prospective unlocking {decrease to DAC and VOBA amortization) was due to continued favorable lapse
assumptions, partally offset by mortality assumptions.

Federal Income Taxes

Comparison of 2007 to 2006

The effective federal income tax rate increased to 24% from 19%. Federal income tax expense in 2007 included a reduction of $2
million related to a favorable true-up to the 2006 tax return relating primarily to the separate account DRD, compared to a $33
miilion favorable true-up to the 2005 tax return filed in 2006.

Comparison of 2006 to 2005

The effective federal income tax rate decreased to 19% from 21%. Federal income rax expense in 2006 included a reduction of $33
million related to a favorable rrue up to the 2005 tax return primarily relating to the separate account DRD.

Individual Markets — Life Insurance
Income from Operations

Details underlying the results for Individual Markets — Life Insurance (in millions) were as follows:

For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006
Operating Revenues
Insurance premiums $ 348 $ 322 $ 198 8% 63%
Insurance fees 1,682 1,380 759 22% 82%
Net investment income 1,856 1,511 909 23% 66%
Other revenues and fees 35 43 45 -19% -4%
Total operating revenues 3,921 3,256 1,911 20% 70%
Operating Expenses
Interest credited : 1,021 882 560 16% 58%
Benefits 1,070 - 887 461 21% 92%
Underwriting, acquisition, insurance and other
expenses 810 742 503 9% 48%
Total operating expenses 2,901 2511 1,524 16% 65%
Income from operations befote taxes 1,020 745 387 37% 93%
Federal income taxes 345 249 127 39% 96%
Income from operations ) 675 $ 496 $ 260 36% N%

Comparison of 2007 to 2006
Income from operadons for this segment increased due primarily to the following:

*  Including the results of operations from Jefferson-Pilot for twelve months in 2007 compared to only nine months in 2006;

¢ Growth in insurance fees driven by increase in business in force as a result of new sales and favorable persistency;

s Higher investment income from growth in fixed product account values driven by positve net flows and stronger results from
our alternative investments; and

* A $25 million increase attributable to a §5 million favorable prospecdve unlocking (2 $13 million increase from assumption
changes net of an $8 million decrease from model refinements) of DAC, VOBA, DFEL and reserves for life insurance
products with certain guarantees for 2007 compared to a $20 million unfavorable prospectve unlocking (an $18 million
decrease from assumpdons change and a $2 million decrease from model refinements) for 2006.
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The increase in income from operations was pardally offset by the following:

¢ The impact of adjustments during the second quarter of 2007 resulting from account value adjustments for cerrain of our life
insurance policies and modifying the accounting for certain of our life insurance policies; and
e Higher level of death claims. ' '

Comparison of 2006 1o 2005
Income from operatons for this segment increased due primarly to the following:

¢ Including the results of operatons from Jefferson-Pilot for nine months in 2006; and
¢  Higher investment income from growth in fixed product account values driven by posidve net flows.

The increase in income from operations was partially offset by a $23 million decrease primarily attriburable to a $20 million
unfavorable prospective unlocking of DAC, VOBA, DIFEL and reserves for life insurance products with certain guarantees for
2006, discussed above, compared to a $3 million favorable prospective unlocking for 2005 from assumption changes.

The foregoing items are discussed further below, except for the increases resuling from including the revenue and expenses of
Jefferson-Pilot starting with the second quarter of 2006, as it was the primary reason for every increase when comparing 2006 to
2005 and a significant one when comparing 2007 to 2006.

Insurance Premiums

Insurance premiums relate to tradidonal products and are a funcdon of the rates priced into the product and the level of insurance
in force. Insurance in force, in tuen, is driven by sales, persistency and mortality experience.

Comparisen of 2007 to 2006

Traditonal in-force face amount remained relatively flat as growth from term sales slowed in 2007 while we contnued to
experience declines in our closed blocks of whole life business.

Comparisan of 2006 to 2005

Insurance premiums for term insurance increased due to a reduction in premiums paid for reinsurance in 2006 compared to 2005,
primarily resulting from changes to our reinsurance program in September 2005. Under the restructured program, we reduced the
percentage of each new term policy reinsured and started using cotnsurance arrangements rather than renewable term reinsurance.
Insurance premiums declined in the closed blocks of our whole life business. For additonal detail on our coinsurance
arrangements, see “Reinsurance” below.

Insurance Fees

Details underlying insurance fees, sales, net flows, account values and in-force face amount {in millions) were as follows:

For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006
Insurance Fees
Mortality assessments $§ 1,i88 $ 970 b 525 2% 85%
Expense assessments 633 457 22 39% 106%
Surrender charges 60 &0 44 0% 36%
DFFEL:
Deferrals (360) (202) 81) -78% NM
Amortization, excluding unlocking 145 103 73 % 41%
Prospective unlocking 2 1) 20) NM 95%
Retrospective unlocking (11) @) (4 -57% -75%
Total insurance fees $ 168 $ 1380 § 759 2% 82%
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For the Years Ended December 31, Change Over Prior Year

2007 2006 2005 2007 2006
Sales by Product
UL:
Excluding MoneyGuard ® - % 597 $ 436 § 192 3% 127%
MoneyGuard® 40 31 34 29% -9%
Total UL 637 467 226 36% 107%
VUL 77 61 42 26% 45%
Term/whole life 32 43 36 -26% 19%
Total sales § 746 $ 571 $ 304 % 88%
Net Flows
Deposits § 4110 £ 3,305 $ 2,031 22% 66%
Withdrawals and deaths (1,447) (1,342) {836) -8% -61%
Net flows $ 2,663 § 2023 $ 1,195 32% 69%
Contract holder assessments $ 2452 $ 1,980 $ 1,128 24% 76%
As of December 31, Change Over Prior Year
2007 2006 2005 2007 2006
Account Values
UL § 20,800 g 19,633 $ 9573 6% 105%
VUL 4,961 4,600 2,242 8% 105%
Interest-sensitive whole life 2,295 2,257 2,236 2% 1%
Total account values § 28,122 $ 26,490 § 14,051 6% 89%
In-Force Face Amount
UL and other $ 284,305 $ 267,228 § 128,792 6% 107%
Term insurance 235919 234,148 187,849 1% 25%
Total in-force face amount S 520,224 $ 501,376 § 316,641 4% 58%

Insurance fees relate only to interest-sensitive products and include mortality assessments, expense assessments (net of deferrals
and amortizaton related to DIFEL) and surtender charges. Mortality and expense assessments are deducted from our contract
holders’ account values. These amounts are a function of the rates priced into the product and premiums received, face amount in
force and account values. Insurance in force; in turn, is driven by sales, persistency and mortality experience. In-force growth
should be considered independently with respect to term products versus UL and other products, as term products have a lower
profitability relative to face amount compared to whole life and interest-sensitive products.

Sales in the table above and as discussed below were reported as follows:

e UL, VUL, MoneyGuard® - 100% of annualized expected target premium plus 5% of paid excess premium, including an
adjustment for internal replacements at approximately 50% of target; and

e Whole Life and Term - 100% of first year paid premiums.

Sales are not recorded as 2 component of revenues (other than for taditional products) and do not have a significant impact on
current quarter income from operatons but are indicators of future profitability.

We believe that our sales of UL products include sales with investor-owned life insurance characteristics. We have implemented
procedures to identify sales that we believe have characteristics associated with this type of business in order to prevent investor-
owned life insurance policies from being issued. However, accurate identficaton of these policies can be difficult, and we
continue to modify our screening procedures. We expect no significant impact to our profirability; however, returns on UL
business sold as part of investor-owned designs are believed to be lower than traditional estate planning UL sales, due in patt to no
expected lapses.

UL and VUL products with secondary guarantees represented approximately 31% of interest-sensitive life insurance in force as of
December 31, 2007, and approximately 70% of sales for these products for 2007. AXXX imposes additional reserve requirements
for these products. See “Review of Consolidated Financial Condition - Liquidity and Capital Resources - Sources of Liquidity and
Cash Flow” for further informaton on the manner in which we reinsure our AXXX reserves.
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Comparison of 2007 to 2006

The growth in mortality and expense assessments was actributable to increased business in force. Life insurance in force and
account values grew as a result of new sales and favorable persistency. The improved persistency results should positively affect
future revenues.

The increase to mortality and expense assessments was partially offset by a $41 million reduction in insurance fees, net of DFEL
amortization, related to the impact of the correction to account values and modification of accounting related to certain insurance
contracts during the second quarter of 2007. In addition, insurance fees were reduced by $5 million related primarily to
adjustments to the opening balance sheet of Jefferson-Pilot finalized in the first quarter of 2007.

The 2007 favorable prospective unlocking (increase ro DFEL amortization) was due primarily to model refinements on certain life
insurance policies. The 2006 unfavorable prospective unlocking (decrease to DFEL amortization) was due primarily to increased
reserves on life insurance products sold with secondary guarantees, partially offset by improvements in our long-term meortality and
expense assumptions.

The 2007 unfavorable retrospective unlocking (decreasc to DFEL amortizadon) was due primarily to favorable persistency, higher
excess investment income and lower maintenance expenses. The 2006 unfavorable retrospectve unlocking (decrease 1o DFEL
amortization) was due primarily to favorable persistency.

Conparisen of 2006 to 2005

Growth in mortality and expense assessments and insurance premiums was related primarily to increased business in force due to
new sales and favorable persistency. The 2005 unfavorable prospective unlocking (decrease to DFEL amortization) was due
pritnarily to improvements in our long-term assumpdon for mortality, pardally offset by less favorable changes to our long-term
assumptons for retention and interest rates, The 2005 unfavorable retrospective unlocking (decrease to DFEL amortization) was
due primarily to improved mortality, partially offset by less favorable lapses and interest rates.

Net Investment Income and Interest Credited

Details underlying net investment income, interest credited (in millions) and our interest rate spread were as follows:

For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006
Net Investment Income
Fixed maturity securities, mortgage loans on real
estate and other, net of investment expenses $ 1,672 § 1,408 ) 867 19% 62%
Commercial mortgage loan prepayment and
bond makewhole premiums & 35 22 10 59% 120%
Alternative investments @ 50 14 2 257% NM
Surplus investments & 99 i 30 39% 137%
Internal default charges - 4 - 100% NM
Total net investment income $ 1,856 $ 1,511 £ 909 23% 66%
Interest Credited $ 1,021 $ 882 $ 560 16% 58%

@ Sce “Consolidated Investments - Commercial Mortgage Loan Prepayment and Bond Makewhole Premiums” below for
addidonal information.

@  Sce “Consolidated Investments - Alternative Investments” below for addidonal information.

& Represents net investment income on the required statutory surplus for this segment.

See “Results of Other Operations” below for informanon on this methodology discontinued in the third quarter of 2006,




Basis Point Change

For the Years Ended December 31, Over Prioct Year
2007 2006 2005 2007 2006
Interest Rate Yields and Spread
Attriburable (o interest-sensitive products:
Fixed maturity securities, mortgage loans on real
estate and other, net of investment expenses 6.11% 6.15% 6.24% Q)] {9
Commercial mortgage loan prepayment and
bond makewhole premiums 0.14% 0.09% 0.07% 5 2
Alternative investments 0.22% 0.07% 0.02%" 15 5
Internal default charges 0.00% -0.02% 0.00% 2 {2)
Net investment income yield on reserves 6.47% 6.29% 6.33% 18 4)
Interest rate credited to contract holdets 4.43% 4.52% 4.68% Q) (16
Interest rate spread 2.04% 1.77% 1.65% 27 12
Atutributable tg traditional products:
Fixed maturity secutities, mottgage loans on real
estate and other, net of investment expenses 6.26% 6.46% 6.46% 20) -
Commercial mortgage loan prepayment
and bond makewhole premiums 0.06% 0.11% 0.10% (5 1
Alternative investments 0.00% (.04% 0.00% ) 4
Net investment income yield on reserves 6.32% 6.61% 6.56% (29 5
For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006
Averages
Attributable 1o intetest-sensitve products:
Invested assets on reserves $§ 22346 $ 18331 10,661 22% 72%
Account values - universal and whole life 22,522 19,034 11,470 18% 66%
Atiributable w tradidonal products; . )
Invested assets on reserves 5,063 4,446 3,110 14% 43%

A pordon of the investment income eatned for this segment is credited to contract holder accounts. Invested assets will typically
grow at a faster rate than account values because of the AXXX reserve requirements. We expect to earn a spread berween what we
earn on the underlying general account investments and what we credit to our contract holders” accounts. The interest rate spread
for this segment represents the excess of the yield on invested assets on reserves over the average crediting rate on interest
sensitive products. The yield on invested assets on reserves is calculated as net investment income, excluding amounts attributable
to our surplus investments and reverse repurchase agreement interest expense, divided by average invested assets on reserves. In
addidon, we exclude the impact of investment income from statutory surplus investment portfolios and the impact of earnings
from affordable housing tax credit securities, which is reflected as a reduction to federal income tax expense, from our spread
calculadons. Traditional products use interest income to build the policy reserves. Commercial mortgage loan prepayments and
bond makewhole premiums and alternative investment income can vary significantly from period to period due to a number of
factors and therefore can provide results that are not indicative of the underlying trends.

Comparison of 2007 to 2006

The increase in fixed maturity securities, mottgage loans on real estate and other net investment income was partially due to
continued growth of business in force. The increase in alternative investment income was driven primarily by favorable results
from limited partnership investments. Higher AXXX starutory reserve liabilides on UL policies with secondary guaranices also
contributed to invested asset growth. At June 30, 2007, we reduced statutory reserves related to our secondary guarantee UL
products by approximately $150 million, which has reduced the amount of net investment income allocated to this segment by $2
million per quarter. In October 2007, we released approximately $300 million of capital that had previously supported our UL
products with secondary guarantees. This lowered the level of assets supporting this business and thereby will reduce ner
investment income by approximately $5 million per quarter in 2008. This release was the result of the issuance of $375 million of
6.30% senior notes, discussed in "Introductdon - Recent Developments” above. At December 31, 2007, we reduced statutory
reserves related primarily to legal entity consolidation by $344 million, which we believe will reduce the amount of net investment
income allocated to this segment by $5 million per quarter.
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The increase in interest credited was attributable primarily to growth in UL account values of 6%. On June 1, 2007, we
implemented a 10 basis point decrease in crediring rates on most interest-sensitive products not already at contractual guarantees,
which has increased spreads approximately 5 basis points.

At the end of 2007, the portfolio rates exceeded new money rates by roughly 32 basis points. At the end of 2006, the portfolio
rates exceeded new money rates by roughly 22 basis points. As of December 31, 2007, 54% of intercst-sensitive account values
have crediting rates at contract guaranteed levels, and 36% have crediting rates within 50 basis points of contractual guarantees.
Going forward, we cxpect to be able to manage the effects of spreads on near-term income from operations through a
combination of rate actons and portfolio management. This assumes no significant changes in net flows into or our of our fixed
accounts or other changes that may cause interest rate spreads to differ from our expectatdons. For informaton on interest rate
spreads and the interest rate risk duc to falling interest rates, see “Item 7A. Quandtative and Qualitative Disclosures Abour Market
Risk.”

Comparison of 2006 1o 2005

Growth in fixed maturity securities, mortgage loans on real estate and other net investment income was partially due to growth in
in force.

Benefits

Details underlying benefirs (dollars in millions) were as follows:

For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006
Benefits
Death claims direct and assumed $ 1,905 § 1,623 § 890 17% 82%
Death claims ceded (BOO) (705) (437) -13% -61%
Reserves released on death {322) {309) {161) -4% -92%
Net death benefits 783 609 292 29% 109%
Change in reserves for products with secondary
gUH.fﬂ[’ltCCSI
Prospective unlocking 1 15 - -93% NM
Other 59 39 - 51% NM
Other benefics 227 224 169 1% 33%
Total benefits $ 1,070 $ 887 $ 461 21% 92%
Death claims per $1,000 of inforce 2.04 1.35 0.95 51% 42%

M Other benefits include primatily traditional product changes in reserves and dividends.

Benefits for this segment include claims incurred during the perod in excess of the associated reserves for its interest-sensitve and
traditional products. [n addidon, benefits include the change in reserves for our products with secondary guarantees. The reserve
for secondary guarantees is impacted by changes in expected future trends of expense assessments causing unlocking adjustments

to this liability similar to DAC, VOBA and DFEL.

Comparison of 2007 to 2006

Benefits increased primarily due to growth in business in force, higher mortality and an increase in reserves for products with
secondary guarantees, partally offset by §14 million in the first quarter of 2007 related to adjustments to the opening balance sheet
of jefferson-Pilot.

The adjustment to account values and modificadon of accountng related to certain life insurance policies in the second quarter of
2007 increased reserves for products with secondary guarantees. The 2007 unfavorable prospective unlocking review also resuleed
in an increase in reserves for products with secondary guarantees. As a result of these changes, we expect an increase to reserves of
approximately §4 million in future quarters, The 2006 unfavorable prospective unlocking (increase in reserves) was due primarily
to updaring long-term alternauve invesunent interest rate assumptons. The change in assumptions was estimated to result in an
increase in reserves in future quarters of approximately $2 million.
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Comparison of 2006 to 2005

In addition to the 2006 items discussed above, the growth in the book of business also contributed to the increase as well as an
absence of unlocking in 2005.

Underwriting, Acquisition, Insurance and Other Expenses

Details underlying underwriting, acquisition, insurance and other expenses (in millions) wete as follows:

For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006
Underwriting, Acquisition, Insurance and
Other Expenses
Commissions $ 864 $ 612 ) 267 41% 129%
General and administration expenses 436 399 296 9% 35%
Taxes, licenses and fees 110 99 55 11% B0%
Total expenses incurred 1,410 1,110 618 27% B0%
DAC and VOBA deferrals (1,100) (808) (374) -36% NM
Tortal expenses recognized before amortizaton 310 302 244 3% 24%
DAC and VOBA amortization, net of inrerest:
Prospective unlocking 20 13 (24) 54% 154%
Retrospective unlocking (55) (23) 8 NM NM
Other amortization 531 447 291 19% 54%
Other intangible amortization 4 3 - 33% NM
Total underwriting, acquisition, insurance and
other expenses $ 810 $ 742 $ 503 9% 48%
DAC and VOBA deferrals
As a percentage of sales 147.5% 141.5% 123.0%

Commissions and other general and administradve expenses, which vary with and are related primasily 1o the production of new
business, are deferred to the extent recoverable and for our interest-sensitive products are generally amortized over the lives of the
contracts in reladon to EGPs. For our taditional products, DAC and VOBA are amortized on either a straight-line basis or as a
level percent of premium of the related contracts, depending on the block of business.

Comparison of 2007 to 2006

The increase in expenses incurred was due pardally to the growth in business in force. The increase in DAC and VOBA
amortization, excluding unlocking, was due partially to favorable gross margins primarily from favorable investment results. In
addidon, DAC and VOBA amortization was increased by $10 million related to adjustments to the opening balance sheet of
Jefferson-Pilot finalized in the first quarter of 2007.

The 2007 unfavorable prospective unlocking (increase to DAC and VOBA amortization) was due primarily to a2 $36 million
increase from modeling refinements net of a $16 million decrease from changes to our long-term assumptions. The 2007
assumption changes were related primarily to improved lapse, expense and interest rates. The 2006 unfavorable prospective
unlocking (increase to DAC and VOBA amortizaton) was due primarily to an $11 million increase from assumption changes and a
$2 million increase from modeling refinements. The 2006 assumption changes were related primarily to the impact of the
increased reserves on life insurance products with secondary guarantees, partially offset by improved mortality and expenses.

The 2007 favorable retrospective unlocking (decrease to DAC and VOBA amortization) was due primarily to favorable persistency,
higher excess investment income and lower maintenance expenses.

Comparison of 2006 to 2005

The 2005 favorable prospective unlocking (decrease to DAC and VOBA amortization) was due to assumpdon changes related to
improved mortality, partally offset by less favorable retention and interest rates.

The 2005 favorable retrospective unlocking {decrease to DAC and VOBA amortization) was due primarily to favorable persistency.
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RESULTS OF EMPLOYER MARKETS

The Employer Markets business provides its products through two segments, Redrement Products and Group Protection. The
Retirement Products segment operates through two lines of business - Defined Contribution, which provides employer-sponsored
variable and fixed annuities, and mutual-fund based programs in the 401(k), 403(b), and 457 marketplaces, and Executive Benefits,
which provides corporate-owned life insurance (“COLI”) and bank-owned life insurance (“BOLI"} and contains an Institutional
Pension business. The Group Protection segment of Employer Markets offers group life, disability and dental insurance to
employers.

For factors that could cause actual results to differ materially from those set forth in this secdon, see “ltem 1. Risk Factors™ and
“Forward-Looking Statements - Cautionary Language” above.

Employer Markets —Retirement Products
Income from Operations

Derails underlying the results for Employer Markets - Retirement Products (in millions) were as follows:

For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006
Operating Revenues
Insurance premiums § 1 ) 5 $ 9 -80% -44%
Insurance fees 317 275 238 15% 16%
Nert investment income 1,100 1,055 898 4% 17%
Other revenues and fees 23 25 30 -8% -17%
Total operating revenues 1,441 1,360 1,175 6% 16%
Operating Expenses
Interest credited 615 542 441 13% 23%
Benefirs 138 139 134 -1% 4%
Underwriting, acquisition, insurance and other
expenses 357 330 313 8% 5%
Total operating expenses 1,110 1,011 888 10% 14%
Income from operations before taxes 331 349 287 -5% 22%
Federal income taxes 96 96 80 0% 20%
Income from operations $ 235 $ 253 $ 207 7% 22%

The discussion of Employer Matkets - Retitement Products is provided in “Retitement Products - Defined Contribution” and
“Redrement Products - Executive Benefits” below.
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Retirement Products - Defined Contribation
Income from Operations

Details underlying the results for Employer Markets - Retitement Products - Defined Contribution (in millions) were as follows:

For the Years Ended December 31, Change Over Prior Year
2007 - 2006 2005 2007 2006
Operating Revenues
Insurance fees $ 259 $ 230 ) 21 13% 9%
Net investment income 709 738 711 -4% 4%
Othet revenues and fees 18 20 25 -10% -20%
Total operating revenues 986 088 047 0% 4%
Operating Expenses
Interest credited 418 411 402 2% 2%
Underwriting, acquisidon, insurance and other '
expenses 315 297 284 6% 5%
Total operating expenses 733 708 6806 4% 3%
Income from opetations before taxes 253 280 261 -10% %
Federal income taxes 72 76 74 -5% 3%
Income from operations $ 181 $ 204 $ 187 -11% 9%

Comparison of 2007 to 2006

Income from operations for this segment decreased due primarily to the following:

¢ Lower net investment income driven by net outflows for fixed annuities, including the fixed portion of varable annuity
contracts and less favorable results from our alternative investment income and prepayment and bond makewhole premiums;

Higher interest credited to contract holders attributable to an increase in crediting rates;

¢ A 37 million decrease attributable to a $2 million unfavorable prospective unlocking of DAC and VOBA from assumption
changes for 2007 compared to a §5 million favorable prospective unlocking from assumption changes for 2006; and

* .In 2007, we incurred higher expenses from investments in strategic inidatves.

The decrease in income from operations was partially offset by growth in insurance fees driven by increases in account values from
equity market gains and positive net flows, however a substantial increase in new deposit production is necessary to maintain
carnings at current levels.

Comparison gf 2006 to 2005

Income from operations for this segment increased due primarily to the following:

*  Growth in insurance fees driven by increases in account values from equity market gains and positive net flows; and
s  Higher investment income from an increase in investment yields.

The increase in income from operatons was partially offset by a $9 million decrease attributable to a $5 million favorable
prospective unlocking for 2006, discussed above, compared to a §$14 million favorable prospective unlocking from assumption
changes for 2005.

The foregoing items are discussed further below.
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Insurance Fees

Details underlying insurance fees, account values and net flows (in millions) were as follows:

Insurance Fees
Annuity expense assessments
Alliance mutual fund fees
Total expense assessments
Surrender charges
Toul insurance fees

Average Daily Variable Account Values
Average Daily S&P 500 Index®

Account Values
Variable portion of variable annuites
Fixed pordon of variable annuities
Total vanable annuities
Fixed annuities
Total annuites

Alliance Mutual Funds

Total annuities and Alliance

Vatiable porrion of variable annuity deposits
Vamable portion of variable annuity withdrawals
Variable porton of variable annuity net flows
Fixed portion of variable annuity deposits
Fixed portion of vatiable annuity withdrawals
[Fixed portion of vartable annuity net flows
Total variable annuity deposits
Total variable annuity withdrawals
Total vartable annuity net flows
Fixed annuiry deposits
Fixed annuity withdrawals
Fixed annuiry net flows
Total annuity deposits
Total annuity withdrawals
Total annuity net flows
Alliance Mutual Fund deposits
Alliance Mutual Fund withdrawals
Total Alliance Mutual Fund net flows
Total annuity and Alliance deposits
Total annuity and Alliance withdrawals
Total annuity and Alliance net flows

For the Years Ended December 31,

Change Over Prior Year

2007 2006 2005 2007 2006
$ 234 $ 210 $ 190 11% 11%
17 12 11 42% 9%
251 222 201 13% 10%
8 8 10 0% -20%
$ 259 $ 230 S 211 13% 9%
$ 18,043 § 106,432 § 14,782 10% 1%
_ 147671 131058 1,20741 13% I
As of December 31, Change Over Prior Year
2007 2006 2005 2007 2006
$ 17,876 $ 17,476 $ 15,693 2% 11%
5,893 6,210 6,354 -5% -2%
23,769 23,686 22,047 0% 7%
4,996 4,796 4,655 4% 3%
28,765 28,482 26,702 1% 7%
7,293 5174 3,772 41% 37%
$ 36,058 $ 33,656 $ 30474 7% 10%
For the Years Ended Decembet 31, Change Over Prior Year
2007 2006 2005 2007 2006
§ 2355 § 2,525 $ 2,254 -T% 12%
(3,212 (2,557) (2,110) -26% -21%
{857) (32) 144 NM NM
351 441 520 -20% -15%
(912 (938) (784) 3% -20%
(561) (497) (264) 13% -88%
2,706 2,966 2,774 -9% 7%
(4,124 {3,495) {2,894 -18% -21%
(1,418) (529 {120) NM NM
754 306 563 49% -10%
(724) (501) (679) -45% 26%
30 5 {116) NM 104%
3,460 3472 3,337 0% 4%
(4,848) {3,996) (3,573) -21% -12%
(1,388) (524) (236) NM NM
2,090 1,113 1,066 88% 4%
(365) {2473 (410 -48% 40%
1,725 866 650 99% 32%
5,550 4,585 4,403 21% 4%
(5,213) (4,243) (3,983) 23% %
3 337 $ 342 $ 420 -1% -19%

We charge expense assessments to cover insurance and administrative expenses. Expense assessments are generally equal to a
percentage of the daily variable account values. Our expense assessments include fees we carn for the services that we provide to
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Alliance program accounts. In addition, we collect surrender charges when contract holders surrender their contracts during the
surrender charge periods to protect us from premarure withdrawals.

New deposits are an important component of our effort to grow our business. Although deposits do not significantly impact
current period income from operations, they are an important indicator of future profitability. The other component of net flows
relates to the retendon of our business as demonstrated by our lapse rates.

We serve the mid-large case 401(k) and 403(b) markets with our Alliance program. During 2006, we restructured the Alliance
programn sales organization to create a dedicated team focused on deposit growth. The Alliance program bundles out fixed annuity
products with mutual funds, along with record keeping and employee education components. The amounts associated with the
Alliance murual fund program are not included in the assets or liabilities reported in our Consolidated Balance Sheets.

The distribution model for the small case 401(k) market is focused on driving growth through financial intermediaries. The two
primary products we sell to this market are DIRECTORSM and Lineoln American Legacy RetiremenfM,  As part of the strategic
redesign of this model, in October 2006, we terminated a relagonship with a third-patty wholesaler and committed resources to
developing our own wholesale sales force. As a result, at the end of 2007, we had 80 wholesalers in place to support this business
and intend to add an additional 33 wholesalers in 2008.

Comparison of 2007 16 2006

The increase in expense assessments was driven by increases in the average daily variable annuity account values. The increase in
account values is the result of favorable equity markets partially offset by negative net flows.

The increase in new deposits was due primarily to growth in the Alliance program. Deposits for our Alliance program (including
Alliance program fixed annuity deposits) were $2.8 billion for 2007, an increase of 79% from $1.5 billion in 2006 due primatily o
an increase in the number of Alliance program accounts resulting in both an increase in initial deposits and an increase in ongoing
periodic deposits.

Sales of our 401(k} DIRECTORSM product decreased 13% in 2007. This was primarily the result of terminating our reladonship
with our third-party wholesaler in October 2006, which has had a greater than expected efiect of sales and lapse rates. We expect
that, in the long-term, the benefits associated with our investment in a new wholesaling force will outweigh any short-term
consequences of terminating our third-party wholesaling relationship. In 2007, the number of wholesalers increased from 37 to 80.

The overall lapse rate for our annuity products was 15% for 2007 compared to 13% for 2006. The main driver of lapses was Ma/-
Fund®, our oldest block of annuity business and our 401(k) DIRECTORSM product as discussed above. As of December 31, 2007,
account vatues for Mw/ti-Fund® rotaled $13.3 billion, and net flows for 2007 were $(876) million. The return on assets, calculated
as income divided by average assets under management, for Mu/ti-Fund® is more than two dmes that of new deposits. Therefore, a
substantial increase in new deposit production is necessary to maintain earnings at cusrent levels.

As of December 31, 2007, approximately $14.0 billion, or 60%, of variable annuity contract account values contained 2 return of
premium death benefit feature, and the NAR related to these contracts was $10 million. The remammg variable annuity contract
account values, including the 401 (k) DIRECTORSM product, contain no GMDB fearure.

Comparison of 2006 to 2005

The increase in expense assessments was driven by increases in the average daily variable annuity account values, The increase in
account values is the result of favorable equity markerts partially offset by negative net flows.

The overall lapse rate in 2006 was 13%, compared to 12% in 2005.
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Net Investment Income and Interest Credited

Derails undetlying ner investment income, interest credited (in millions) and our interest rate spread were as follows:

Net Investment Income

Fixed maturity securities, mortgage loans on real
estate and other, net of investment expenses
Commercial mortgage loan ptepayment and bond

makewhole premiums ®

. . 2
Alternative investments @

Surplus investments @

Total net investment income

Interest Credited

For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006

$ 646 $ 659 $ 640 -2% 3%
7 17 13 -59% 31%
1 8 9 -88% -11%
55 54 49 2% 10%
$ 709 $ 738 $ 711 -4% 4%
¥ 418 $ 411 $ 402 2% 2%

@  See “Consolidated Investments - Commercial Mortgage Loan Prepayment and Bond Makewhole Premiums” below for

additional informadon.

@ See “Consolidated Investments - Alternative Investments” below for additional information.
® Represents net investment income on the required statutory surplus for this segment.

Interest Rate Spread

Fixed maturity securities, mortgage loans on real
estate and other, net of investment expenses

Commercial mortgage loan prepayment and
bond makewhole premiums

Alternarive investments

Net investment income yield on reserves

Interest rate credited to contract holders

Interest rate spread

Average invested assets on reserves
Average fixed account values, including the

fixed portion of variable

Net flows for fixed annuides, including the

fixed portion of variable

Basis Point Change
For the Years Ended December 31, Over Prior Year
2007 2006 2005 2007 2006
6.03% 6.11% 6.07% (8) 4
0.07% 0.16% 0.12% ) 4
0.01% 0.07% 0.09% © {2)
6.11% 6.34% 6.28% (23) 6
3.82% 3.73% 3.69% 9 4
2.29% 2.61% 2.59% (32) 2
For the Years Ended December 31, Change Over Prior Year
2007 2006 2005 2007 2006
§ 10,712 $ 10,785 § 10,538 -1% 2%
10,935 11,016 10,884 -1% 1%
(531) (492} (380) -8% -29%

A portion of our investment income earned is credited to the contract holders of our fixed products. We expect to earn a spread
between what we earn on the underlying general account investments supporting the fixed product line and what we credit to our
fixed contract holders’ accounts, including the fixed portion of variable annuities. The interest rate spread for this segment
represents the excess of the yield on invested assets on reserves over the average crediting rate. The vield on invested assets on
reserves is calculated as net investment income, excluding the amounts atttibutable to our surplus investments, divided by average
invested assets on reserves. The average crediting rate is calculated as interest credited less amortization related to DSI, divided by
the average fixed account values, including the fixed portion of variable annuities. Commercial mortgage loan prepayments and
bond makewhole premiums, alternative-investment income and surplus investment income can vaty significantly from petiod to
period due to a number of factors and therefore can provide results that ate not indicative of the underlying trends.
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Comparison of 2007 to 2006

The decrease in fixed maturity securities, mortgage loans on real estate and other net investment income was attributable to a net
decrease in average fixed account values, including the fixed portion of variable, driven by net outflows.

This segment experenced decreases in its investment income yield and an increase in crediting rates. In response to the
competitive environment, we increased creditng rates in April 2006 by 10 basis points for a seties of our fixed annuity products
with approximately $6 billion of account values. Effectuve October 1, 2006, we increased the crediting rates for these products by
an additional 10 basis points. We are curtently evaluating further crediting rate actions, with the expectation of maintaining stable
spreads over the near term, excluding the effects of prepayment and makewhole premiums. For informadon on interest rate
spreads and the interest rate risk due to falling interest rates, see “Iremn 7A. Quanttative and Qualitatve Disclosures About Market
Risk.”

Comparison of 2006 te 2005

The increase in fixed maturity securities, mortgage loans on real estate and other net investment income was ateributable to the
increase in average fixed account values, including the fixed portion of variable. The increase in interest credited was a result of the
increase in crediting rates discussed above.

Underwriting, Acquisition, Insurance and Other Expenses

Details underlying underwriting, acquisition, insurance and other expenses (in millions) were as follows:

For the Years Ended December 31, Change Over Prior Year
. 2007 2006 2005 2007 2006
Underwriting, Acquisition, Insurance and
Other Expenses
Commissions $ 81 $ 92 $ 103 -12% -11%
General and administratdon expenses 218 210 215 LY -2%
Taxes, licenses and fees 14 9 8 56% 13%
Total expenses incurred 313 31 326 1% -5%
DAC deferrals (92) {88) 97) -5% 9%
Total expenses recognized before amortization 221 223 229 -1% -3%
DAC and VOBA amortization, net of interest
Prospective unlocking 3 %)) {22) 143% 68%
Retrospective unlocking 5 6 4 -17% 50%
Other amortization 86 75 73 15% 3%
Total $ 315 $ 297 $ 284 6% 5%
DAC deferrals
As a percentage of sales/deposits 1.7% 1.9% 2.2%

Commissions and other costs, which vary with and are related primarily to the production of new business, excluding those
associated with our Alliance mutua) fund product, are deferred to the extent recoverable and are amortized over the lives of the
contracts in reladon to EGPs. We do not pay commissions on sales of our Alliance mutual fund product, and distribudon
expenses associated with the sale of our Alliance mutual fund product are not deferred and amortized, as is the case for our
insurance products.

Comparison of 2007 to 2006

The increase in expenses incurred was due primarily to increases to our sales force and costs associated with strategic initiatives.
Partially offsetting the increase in expenses incurred was a decrease in commissions due primarily to a 10% decrease in the deposits
of the 401(k) DIRECTORM product.

The 2007 unfavorable prospective unlocking (increase to DAC and VOBA amortization) was due to changes to our long-term
assumptions for higher lapse rates and separate account fees, partally offset by lower expenses. The 2006 favorable prospective
unlocking (decrease to DAC and VOBA amortization) was due primarily to assumpton changes for a lower long-term interest rate
and favorable margins, pardally offset by lower persistency.
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Comparison of 2006 io 2005

The dectease in expenses incurred was attriburable primarily to a change in expense allocation methodology putinto effect in the
second quarter of 2006, which shifted expenses to other business segments. The change in methodology was not material to the
other segments and did not affect consolidated expenses. Commissions and DAC deferrals decreased due to a change in the mix

of product sale